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[The following hearings were held in executive session of the committee but
are made a part of the printed record by mutual consent]

TUESDAY, JANUARY 17, 1950

CoxngREss oF THE UNITED STATES,
Joint CommiTTEE ON THE EconoMic REPORT,
‘ Washington, D. C.

The joint committee met, pursuant to call, at 10:10 a. m., in room
224, Senate Office Building, Washington, D. C., Senator Joseph C.
O’Mahoney (chairman) presiding.

Present: Senators O’Mahoney (chairman), Taft, Flanders, and
Watkins; Representative Rich.

Also present : Theodore J. Kreps, staff director; Grover W. Ensley,
associate staff director; Fred E. Berquist, economist for the minority, -
Joint Committee on the Economic Report ; Leon H. Keyserling, acting
chairman ; John D. Clark, member ; Gerhard Colm and F. V. Waugh,
staff, Council of Economic Advisers.

The Caamman. This is the first session of the joint committee at
this session of Congress to consider the economic report of the Presi-
dent. It was felt that it would be desirable first to have members of
the Council of Economic Advisers discuss the report with the com-
. Wittee informally. I assume, Dr. Keyserling, that you will take the
lead. o

Mr. KrvserLiNg. Senator O’Mahoney and members of the com-
mittee, we have not prepared a detailed statement for the reason that
we stand upon the Annual Economic Review by the Council, which
was submitted to the Congress on January 6, along with the Presi-
dent’s Economic Report.

The Cramman. I am frank to say that I find such apparent
unanimity of opinion among economists with respect to the rosy char-
acter of the economic outlook that I am a little bit alarmed lest
something is wrong somewhere along the line. Have you considered
the effect of this unanimity ¢ ‘

Mr. Kevserurna. Well, T think something might be said, Mr.
Chairman, about how far the unanimity extends and how far the
analysis goes. Perhaps it might be helpful if I attempted, very
briefly, to hit the high spots in the Annual Economic Review, in about
5 minutes or so, because I really would like to rely primarily in this
presentation upon questions reflecting the high points of interest of
the committee 1tself.

The Cramman. Suppose you do that and outline what you con-
ceive to be the high spots. )

Mr. Kevseruing. Broadly speaking, the year 1949 was character-
ized by two phases: A downturn and then an upturn. The down-

1
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turn, broadly speaking, began at the end of 1948 and continued some-
where until a little beyond the middle of 1949—1I say “somewhere,”
because the exact termination of the downturn depends upon which
indicators are used. Then, broadly speaking, in the latter part of
the year there was an upturn of substantial proportions.

In summary, taking first the matter of employment and unem-
ployment for the year 1949 as a whole, we had an average employ-
ment about 700,000 below 1948. That is, the average was around 58.7
million as against 59.4 million.

Looking at those over-all figures, 1949 was a good year because 700;-
000 less employment than the highest peak that had ever been reached
in peacetime was still a high level of employment. However, the very
significant thing about those figures from our point of analysis is
that one cannot look only at the employment figures, because, with
a growing population and growing labor force, an economy that
stands still as to employment is really falling behind, and an economy
that is falling slightly behind in employment is really falling behind
more than the employment figures indicate. This is shown by the
unemployment figures. Although, as I have said, the employment in
1949 was only 700,000 less than in 1948, the average of unemployment
for the year was 3,400,000, contrasted with 2,100,000 in 1948. The
average of unemployment was about 5 percent of the labor force
contrasted with 3 percent in 1948. : :

Now, we place a good deal of emphasis upon this because, as we
look to the future, as we examine the economic outlook, we have to
stress not only holding our ground, but also whether the economy
can expand enough to take up the slack created in 1949 and also take
up the further improvements in technology, and the further increases
in the labor force, which are occurring in our economy as-in any dy-
* pamic economy. - So, on balance, we would say that from the employ-
_ ment point of view the record in 1949 was good but not gratifying.

The Crarman. When you spoke of holding our ground, precisely
what do you mean? Were you talking only of employment there?

Mr. Keyserring. No, and I shall come to other sectors of the econ-
omy. I merely took the indicator of employment first because it is
a primary measure of the level of economic activity. We also have
the question of production, we also have the question of levels of busi-
ness activity, we also have the question of levels of investment, and I
would like to come to those shortly, Senator. .

In reality, however we may define maximum employment and pro-
duction and purchasing power under the Employment Act, holding
our ground does-not consist in attaining the same levels in each suc-
ceeding year. In other words, if we achieved in 1950 or 1951 the same
levels of employment or production or business activity that were ex-
tremely high for 1948, they would be progressively less satisfactory
for each succeeding year because of a larcer povoulation, a larger
labor force, and improved technology which enables us per man to
turn out more goods in each succeeding year. I think that produc-
tivity is again on the increase. ,

" Now, coming from employment to the composition of the economy,
the down-turn in 1949 was pronounced in certain sectors. On the
ificome side, it was pronounced with respect to profits, particularly.
corporate profits, as well as farm income. On the activity side, the
downtirn was most pronounced with respect to business investment.

~
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Now, there are certain conclusions to be drawn from this, but these
conclusions should not be carried too far and it is easy to carry them
too far. It is almost always true that an economy which moves from
what we would call maximum employment and production, or even
from inflation, to a rather sharp downturn—and there was a sharp
downturn in the first half of 1949—it is almost always true that such
movement is characterized by the sharpest downturn with respect to
profits and with respect to business investment because these repre-
sent the most volatile parts of the structure of the economy.

For example, if you had, just to illustrate by way of an extremity,
a serious depression, your profits might go from a very high level to
zero or even to minus, but obviously your wage payments could not go
to minus nor could your employment; so that profits are the most
volatile part of the structure, and it is, in a sense, natural that in a
downturn those volatile parts should waver the most. '

It is perfectly true that if the general economic upturn which has
been going forward in the last quarter of 1949 is to be maintained
throughout 1950 and in succeeding years, the downturn in business in-
vestment, which has set in particularly during the last quarter of 1949
(and which is projected according to most of the estimates into the first
half of 1950) must be reversed.

However, one of the most important points that the Council wants
to make is this: It does not follow, just because the business invest-
ment factor and the profit factor are the most volatile and show
the greatest reaction to a downturn, that economic policy directed
toward continuing the upturn and achieving stable growth can con-
centrate entirely upon the business investment and profit structure.

- Such policy should not concentrate entirely upon those actions
which may directly stimulate business investment and directly affect
the level of business earnings, although we believe these to be im-
portant. Successful policy must also concentrate upon the consump-
tion factor. In our analysis, we see a very close relationship between
the level of consumption, as it evolved in late 1948 and 1949, and the
dovs;inturn in business investment and the downturn in the rateé of

rofits. o
P It is true that during 1949 there was an amazingly stable level of
consumption and expenditures in absolute terms. - The total variation,
as I recall, was within a very small percentage figure, and even the
variations from quarter to quarter were very small. Thus the ques-
tion arises: Why is the consumption factor important in view of the
fact that it remained stable while the economy turned down? We
find the answer to lie in the fact that a stable level of consumption was
not in itself adequate to take the product ¢f full employment in 1949.
 In consequence of this analysis, we turn away from what might be
called a panacea or doctrinaire approach, focusing solely upon the
consumption problem, the investment problem, the tax or profit prob-
lem. We say that the very essence of an effective full-employment
program, private and public, which we take it to be our function to
suggest under the Employment Act, must be a rounded program which
pays attention to the investment factor, consumption factor, tax fac-
tor, and other factors entering into the economy. Any effort to iden-
tify one solitary solution, such as the handling of taxation, or the
handling-of treatment of business investors, or the handling of con-
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sumers, is far too simple for an economy as complex as our econ-
omy is.

Therefore, on the basis of our analysis, we have suggested a rounded
program which breaks down into these parts: First, it identifies the
mmportance of the price-wage mechanism because, after all, that is
where, even with a Government budget of more than forty-odd billion,
most income in our kind of economy is generated, transmitted, and
spent.

The Cmarrman: Now, before you begin to outline the details of
- such a program, I would like to ask you a question o two. As I

understand your statement, it is generally to the effect that while
‘business investment and profits—because they represent the top of
" the system—have been reduced or, to use the metaphor that you used,
are volatile and have gone off into the air, so to speak, the con-.
sumption factor has not been great enough to maintain a market for
the productivity of the system. Is that right?

. Mr. Keyseruing. That is correct. We do not say this to minimize
the importance of the decline in investment. We think that this
decline is serious, we think it needs to be reversed, we think specific
policies need to be directed toward that end. : :

The CaarMaN. We came out of a war economy in which we were
producing tremendous quantities of goods for destruction in the war.
Then we moved, after the shooting stopped, into an area in which the
economy was producing to meet a backlog of unsatisfied demand, and
that backlog of demand was filled up and we found that the machine
which had been built up was capable of producing more things than
could be consumed in a normal or approximately normal domestic
economy and in an economy which was affected by the cold war and
by the Marshall plan, both of which creaded markets for these goods.
Is that right?

_ Mr. KeyserLineg. Yes, sir.

The Cmamrman. So that seems to lead me to the question as to
whether our economic policy is to be designed to maintain a continuous
market for the capacity production of our machine, and if so, whether
that can be done in a normal economy after these extraordinary
consumption factors have been removed, as we hope they will be re-
moved—the end of the Marshall plan, the pacification of the world,
and so forth. ' C

Are we not facing a problem of a capacity for surplus production

-and don’t we eventually have to adjust ourselves to that fact?

Mr. Rica. May I ask a question there, Senator? Are you trying

to figure that when we speak of “we” trying to furnish the capacity
~ for consumption, are you figuring that by having the Federal Govern-
ment do it or are you thinking of private initiative and private
industry?

The CrarmMaN. Mr. Rich, I will say to you again I amall for the
private system. : _

Mzr. Rica. I want to know that.

The CrammaN. So when I say “we,” I mean we as a whole, the
people as a whole.

Mr. Rica. I want to get that straight.

The CralRMAN. Is it straight?

Mr. Rica. Well, you say it is, and I take your word for it.

The CraRMAN. Good. :
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Mr. Rice. But I want to be perfectly sure on that score. May I
ask a question? ,

The CHAIRMAN. Suppose he answers my question first.

Mr. Ricu. Very well. : ,

Mr. Kevyserune. Senator O’Mahoney, I think it undoubtedly true
that in the long run in peacetime what distinguishes the American econ-
omy from almost every economy in the world is that there are other
economies which were decimated by war, or which were never in-
dustrialized, where the fundamental problem is the production of a
high enough level of goods and services to meet even the basic and
crudest needs of the people. The chronic problem of the American
economy, and I am not using the word “chronic” in the critical sense,
in the long run in peacetime is the challenge to distribute—I do not
mean “share”—the wealth we can produce. We live in a market econ-
omy. We have to market the output we can achieve with our tech-
nology. A postwar period of inflation tends for a little time to obscure
this Iong-range problem, but the long-range problem ultimately comes
upon us. :

pTo clarify this problem, something should be said about inflation.
There are two kinds of inflation: One is what might be called gallop-
ing inflation or traditional inflation, the kind of inflation people
talked about in France or Germany or other countries when there
was a break-down in the monetary system, a weakening of the cur-
rency, a failure of the banking system, and a gradual acceleration of
printing-press money. The measures for dealing with that kind of
inflation are’ drastic and specific—rapid contraction of the currency
and other heroic measures. '

But the Council never looked upon the inflation we had in 1946, 1947,
and 1948 as of that kind. As a matter of fact, in 1948, when inflation
was progressing, the money supply decreased. Ours was what might
be called a structural inflation within the price-wage-profit system,
with prices and wages and profits finding new relationships under a
high level of demand.

* Mr. RicH. Right there, are we not doing the same thing today that
we did in 1945 and 1946 in that respect ? :

Mr. Keyseruing. I do not think so, Congressman Rich, and T would
like to cover that more in detail later on. The danger that we saw in
the postwar inflation was that, with diminution of these temporary
demands that Senator O’Mahoney referred to, and with the increase in
output which we foresaw as technology improved, there would not be
the buying power within the economy as a whole to take the full output
of goods. And if one traces the structure of the changes from 1948.
to 1949 and then to 1950, one sees that the first weakening occurred on
the demand side.

Mr. Rica.- May I ask right there—in that respect, the reason I asked
the Senator the question is because we were talking about the Marshall
plan in giving away $6,000,000,000 worth of materials, and I was figur-
ing: Are we giving away $6,000,000,000 worth of stuff in order to keep
up our economy? That is the question that was in my mind.

Now, do we as a Government, in order to keep our consumption up,
have to be compelled to give away merchandise to the extent of one
billion or any more billions?

Mr. Kevserung. The Council has never taken that position, Con-
gressman Rich. We have always taken the position that we had to
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find ways within our domestic economy to keep production and demand
in balance. ’ ,
Mr. Rica. That is the reason I asked that question. I want to be

-sure that we are not arguing that our Government has to continually

give away any number of billions of dollars in order to have our con-
sumption equal our production. v . ‘ :

Mr. KeyseruiNg. You are right about that, Congressman. The
Council at no time has rested the foreign aid program in whole or in
part upon the need of supporting the domestic economy. It has rested
1t on broad grounds of international or world policy. In other words,
it is best for us in the long run to extend that kind of aid to certain
of our allies, or to free peoples or whatever you may want to call them.

Mr. Ricu. I was under the impression we were doing that for the
purpose of helping them and not for the purpose of helping our

‘economy.

The Cramrman. There is no question about that at all.

Senator Franpers. But still in our ultimate self-interest or else there
is no sense in doing it. :

Mr. RicH. I am trying to get that clear, that we do that primarily
because we want to help the other fellow, not with the idea that it is
necessary for us to do that in order to'keep our own economy balanced
by our production and our consumption. |

Mr. Keyseruing. I would very strongly accept Senator Flanders’
amendment to that, as I understand it. We take the position that cer-
tainly during the period when this foreign aid was generated, it was
not needed to support our own economy. In fact, when it was gen-
erated, it added to inflationary pressures. The aid program was
undertaken, rather, on the ground that in the short run it was needed
to help these countries. It was also designed to help us, in the broader
view that in the final analysis we cannot defend any national policy
unless it is beneficial to us in the long run. It is felt that helping these
countries to get back on their feet, helping them to produce, will
help us in the long run. :

Mr. Rica. When you come down to analyze it and get the specific
things, it is easy to make a broad statement, but when you come down
to analyze the specific instances, a lot of us disagree on the things we
do in that respect.

Mr. Keyseruing. I realize that, and I think there is always room
for disagreement and for threshing out of disagreements, but we of
the Council are not here primarily to go into all the ramifications of
our international economic policies.

The Cramrmaw. Of course, it is important to make clear what

“Congressman Rich is trying to make clear—namely, that a policy of

loaning money abroad or exporting materials abroad for the spe-
cific purpose only of providing a market for our own goods would be
futile, because we would be giving up both the goods and the credit
to buy the goods. :
Mr. Keyseruixg. It would be futile and self-defeating because as
productivity was restored in those countries .
The Cramrman. We wipe that out. You are not advocating it..
Mr. KEvsErLING. Not at all. :
The Cramrmax. And I do not know of anybody who is advocating
it, except occasionally in the Congress we find the demand that -
Marshall plan funds shall be used to purchase surplus commodities
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in the United States instead of. the commodities which are needed
.to rehabilitate the economy of the western Kuropean nations.

Senator Warkins. That has to do, does it not, with, for instance,
the farm-price-support program % )

The Cxamryan. Yes. : : :

Senator WaTkins. We have enormous quantities of foodstuffs we
are producing, and naturally, if we are going to pay support prices to
keep them up, we would like to sell them to the people we are feeding.
In other words, instead of sending money to go out and buy it,.send
them the food: ‘

"Mr. Rice. When we gave cash to Britain to buy Canadian wheat
when we ourselves had a big surplus, that was doing the very thing
the Senator does not want us to do.

The Cuamrmax. My point is that it is an issue which is, I think,
a little bit irrelevant to what we are trying to determine here, as 1
see it: What is the sort of economic policy that.the Government of
~ the United States should follow to serve the best interests of our pro-
ducers, our workers, our capitalists, the owners of the property ?

Mr. Rica. But I take exception to the statement made by you, Mr.
Keyserling, the fact that you did not think-we were here to discuss
those things. I think it is necessary for us to bring those questions
out. We do not want to listen to you talk all day. We did that last
February, and you told us certain things that were going to happen,
that we ought to build steel mills, and we ought to regulate the com-
modities, and you found out afterwards that you were entirely wrong.
I do not want to spend all my day listening to you ramify without
the privilege of asking questions about this, because when I read your
report in December that you gave the President, it was entirely dif-
ferent from the report that you wrote in February. There was no
comparison between the two reports, no more than between day and
night. One was as wrong as the other one was right, and I could not
understand it, so I do not want to spend my time listening to you all
day unless we have a chance to ask you questions.

Mr. Kevseruang. Congressman Rich, our whole purpose in being
here is to answer any and all questions. My remark about the inter-
national program was simply a confession of the limited degree of
our involvement in that situation.

Mr. RicH. I think we should ask you questions as we go along, and
we ought to be privileged to stop and ask you questions. I told Senator
O’Mahoney I was not going to sit here all day and listen to you talk,
but I think you can hit it once in a while. Whether your report in
December was a good one or not, your report in February was just as
wrong as anything any man ever wrote.

Senator WATKINS. %Vhich December?

Mr. Rrca. The one he gave to the President. .

Mr. Keyseruing. This blue book, “Business and Government,” De-
cember 1949 ¢ - S oo

Mr. RicH. Yes. I just want to get this straight. We asked you a
lot of questions last February, andg you said you would -answer them

“pretty soon, but you did not do it, and I think if we are going to sit
here, Mr. Senator, he ought to be able to answer a lot of questions we
want to ask. -
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The CHATRMAN. As chairman, let me say we will expect Mr. Keyser-
ling to answer all the questions that may be propounded by any member
of the committee.

Mr. Rica. I have no animosity, but I am spending my time here,
and I think my time is just as valuable as yours is to the committee
or to somebody else.

The CramrMaN. Of course. Suppose we let him develop the 50
percent of his view which you say has been good.

Mr. Ricu. I took exception to the fact that he said he was not
supposed to be here to answer these questions. He thought he was
going to spend all day talking, and I do not want him to talk all day.

The CrarMaN. That is not precisely what he said. You may pro-
ceed now, Mr. Keyserling. '

Senator Fraxpers. Do you remember where you quit?

‘Senator Watkins. Mr. Chairman, I am not in exactly the same
position Mr. Rich is. However, as Mr. Keyserling goes along, ques-
tions come to me and after he goes on for 20 minutes, I forget my
questions.

Mr. KeyserLiNG. Let me say two things: In the first place, I had
about concluded. In view of the fact that we so recently submitted
this Annual Economic Review, which is our report, and which is be-
fore the committee, I just wanted to hit a few of the very high spots
of our analysis for the purpose of generating a set of questions. :

Second, I would certainly like to answer questions, or have Dr.
Clark make a'statement and answer any questions. That is what we
want to do. : :

The Caamman. I had asked the question as to how we may develop,
in your opinion, the consumption market in the United States and
abroad, based upon a sound trade of goods for goods, or goods for ex-
change, which is not supported by our own loaning. We are in a
world economy as well as in a domestic economy.

Now, we had these shortages, which produced high prices; we had
the extraordinary market of war, and we have the extraordinary mar-
ket of the attempt to bring peace to the world and economic reha-
bilitation.

How do we shade off and at what level do we shade off ?

Mr. Keyseruing. First, as to the international situation. In the
long run, the fact that goods or services are being sent abroad does
not dissolve the problem of the domestic economy having to consume
approximately what it produces. If we send certain products abroad,
presumably in the long run it is on the assumption that we are going
to take something in exchange in payment, and that what we are send-
ing abroad is what we can produce more efficiently than somebody else
and what we intend to accept in exchange is something they can pro-
duce more efficiently than we can. So, In the long run, whatever the
pattern of international economic relations is, unless we just give goods
away—and, of course, if we give goods away, we are simply reducing
our own standard of living for the benefit of some others on a tempo-
rary basis—in the long run and broadly speaking in our kind of econo-
my we must be able to take off the market at home the equivalent of
what we produce. If we send some things across the ocean, that does
not change the basic picture.

Coming now to the second part of the question: at what levels do
we want to maintain the economy? There is no constant level, be-
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cause whether minimum unemployment is defined at 3,000,000, or
as we prefer, at about 2 or 214 million, we must have a growing econ-
omy to remain stable, because labor force grows, population grows,
technology is increasing, and we roughly compute that an annual
increase of about 3 percent in output must be absorbed by the domestic
economy to maintain maximum production and employment.

The CuarrMaN. What percent ?

Mr. KevseruinGg. Three percent annual increase in output. That
is a compound of two factors. Part of it is simply the average of our
productivity increase over the past decades, including both years of
prosperity and years of depression. That accounts for 2 to 214
percent.

Senator Franpers. Can you analyze the war years on that basis
at all?

Mr. Keyseruang. Noj; it is very hard to do that.

Senator FrLanpers. You almost have to cut those out?

Mr. Kevseruing. — You almost have to do that; they are so un-
naturalin all respects. Then, when you add your population increase,
that brings the 2 to 214 percent up to 3. So, broadly speaking, if
we are at a 260-billion-dollar economy, it was 258, I believe, in 1949,
say 260, a 3-percent increase on that, roughly speaking, would be
7.8 billion as the increase in all kinds of effective demand on a yearly
basis necessary to maintain full employnient, however you start de-
fining it.

Now, of course, that compounds as the economy becomes larger, so,
if we talk about the next 5 years, we might say somewhere between an
$8,000,000,000 and a $9,000,000,000 increase a year was the size of
the problem.

Now, coming to the question that you asked about how to maintain
effective demand—— .

Mr. Rica. May I ask a question before he explains that? Mr. Key-
serling, in reference to getting this production distributed, knowing
that in our country our-scale of wages and our scale of production is
so much higher than it is in practically all foreign countries, do you
think it is more appropriate for the Government to try to watch
out for and assist in the sale of our merchandise abroad or do you
think it ¢could be done as it had been previous to the last 15 or 20 years,
when business enterprises, in order to get rid of their surplus, sold in
this country all they could at the price that was necessary for them
to make a profit, and then they distributed their surplus to foreign
countries even way below what they sold in this country, and that’
created a great deal of discontent among the people when they knew
that certain merchandise was being sold abroad for so much less
than what it was sold for in this country.

Many people condemned manufacturers and business people for
doing that. Now, the object there was for them to get rid of their
surpﬁls production. But they kept their plants in operation and tried
to keep their people busy. .

Now, do we as a Government expect to get in now—it seems to me
we are doing all this by Government, and that is the thing that is
worrying me—to take care of all of this distribution of our surplus?
If it is the natural thing to do and the right thing to do, then I am
probably wrong in my contention that the reason we do not have more
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investment in business is fear, fear, fear of the Government doing
those things, and as we create the fear in the minds of business people,
they stop investing in their business because they do not know just’
how far to go. : '

I think that if we had a policy established whereby we left more to
private enterprise and gave them help, aid, and assistance in a certain-
way—not too much, with the idea that the Government is going to do
it—1I think there is where we made a mistake, and I wonder about your
ideas on that. You can just get to a point, but when you go too far and
vou let the public know that the Government is going to do it, then
they will fall down and private initiative will not exercise. I am tell-
ing you I do not think we in Government as Members of Congress
can handle that business situation. I think it is too big for us. I think
it has to be handled by the business people of this country, if we are
going to keep our production up, our people busy, and our merchandise -
disposed of. . :

" What is your idea on that?

Mr. Kevseruing. Congressman Rich, you said you like this blue
book we got out in December, Business and Government. The criticism
we got of that book was that it was written in language a little too
complicated for some people. "I think you have stated in much simpler
language exactly the idea we have tried to convey in that book. As
we get beyond the immediate war situation—a war always calls for
the invocation of powers of Government in an extraordinary degree,
and likewise during an immediate postwar period—our philosophy
and our approach has been to stress as great a reliance as possible

" upon our free enterprise system doing as much of this job as it pos-
sibly can. 4

Senator Fraxpers. Mr. Chairman, at an appropriate point I want
to get a clearer picture than I now have of the problems involved in
this undisposable surplus. That is, just what it is and how it comes
about, and so on. '

The CHammaN. That, of course, is another aspect of the question
that I asked at the beginning. It is the same thing Congressman Rich
has been asking. Let me state it again in more simple language, as I
see it. During the war we were shooting away our production. In the
effort to rehabilitate Europe and to carry on the war, we have been
giving a large part of our production away. :

Now, what I am concerned about, and I think what the county is
.concerned about, is how we are to provide the market, the free private-
enterprise market, that will absorb the productivity which we have
constructed without either shooting it away or giving it away.

Senator Wartkins. Mr, Chairman, shouldn’t we find out just what
is causing the lack of buying in this country ¢ .

~ The Cmamrman. That is part of the same thing. If we let Mr.
Keyserling answer this question which I have laid %efore him ‘
Senator WaTkins. I want to call his attention to one phase of it in
connection with your question. I noted you said consumption was:
weak and you also stated, of course, we are still supplying large quan-,
tities under the Marshall plan to foreign countries. - Co
“The Cuamman. I did not understand him to say consumption was
weak, but rather, consumption declined.

“ Senator Warkins. Weaker than production.
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Mr. Kevseruive, Let me attempt to answer these two questions to-

gether. I will answer them first by talking about the idea of a sur-

lus.

P Tt is conceivable that at some future time, with the development of
atomic energy, we might have in this country what T call genuine
surpluses—in other words, a situation where we would really be pro-
ducing so much that we would have to translate more and more of our
productive capacity into leisure rather than into the consumption of
goods. Mankind will have a real problem then. ‘

However, we in the Council do not feel that we are anywhere near
that situation now. We feel that there is so much room in the United
States, putting aside foreign countries entirely, for the lifting of
standards of living among the people generally, and for the lifting
particularly of the standard of living among those who according to
the investigations of this committee are abysmally low for our kind
of country, that there is plenty of room for our economy to absorb
what we can produce in the foreseeable future—if we get the right
market arrangements. :

Senator Warkins. Here in the United States?

Mr. Kevseruing. Here in the United States. I am talking entirely
aside from the foreign situation. We have given some rather dra-
matic illustrations of that in the Annual Economic Review. Take
as one illustration the problem of farm production. We commonly
hear about farm surpluses. But we reach the conclusion that, while
we need certain changes in the composition of agricultural output
from certain types of crops to other kinds to get a peacetime pattern,
yet in the aggregate to furnish the people in our country with the
nutritious and varied diet, what might be called the American standard
of diet, for a growing population and to furnish our industrial plants
with the fibers and other materials needed for production at full em-
ployment, we shall need an increase in over-all agricultural output
over the next 5 years running at least about 1 percent a year. That
is dramatic in the case of agriculture, because this is where there is
the most talk about surpluses; but it is.also illustrated in other areas.

Senator Warkins. Don’t you think we have a genuine surplus there?

Mr. Keyseruing. Certain commodities, but not over-all.

Senator Fraxpers. Would you say there was a greater potential de-
mand for feed and meat than is being currently satisfied ?

Mr. KeyvseruiNe. Very definitely. That was illustrated by the
really phenomenal improvement in that phase of consumption during
the war years and immediate postwar years, and then 1t fell down-
ward partly because of income shifts and partly because of short-
ages. The main point I am making, without giving too many illus-
trations or more than the committee might want, is that the talk about
sufpluses i general in the American economy is what I would call a
sort. of rationalization of the downturn of the business cycle. In
other words, when the general economy moves downward, there are .
surpluses. There were surpluses in 1932. The problem confronting
us 1s to absorb, as Senator O’Mahoney says, the increasing output
potential of our economy, and we think it can be absorbed domes-
tically. Of course, we have certain foreign obligations.

" Senator Warkixs. In connection with that, T am afraid I will for-
get the point; but, as I get it, your idea is we ought to develop the
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home market more rather than rely on possibly the development of
the foreign markets.

Mr. KeyserLiNGg. I am making a distinction between foreign trade
as a carrying out of a world- wide obligation, which I believe we have,
and foreign trade to supply us—

Senator Warkins. Our first obligation is at home; isn’t it?

Mr. KeyserLing. Exactly. That is true of any countrv Now,
coming to Senator O’Mahoney’s question as to why from time to time
we seem to have surpluses in the sense of not having a take for our

‘product. We find the most suggestive answers mainly in an analysis
of how the income structure behaves and operates in a period of in-
flation. It is a matter of price-cost-wage relationships.

In a period of inflation there is a tendency for investment to be-
come very highly bunched, particularly when it comes immediately
after a war peliod In 1948 1947, 1946, particularly 1948, there was
an extremely high bunching of business investment.

Now, when thele is.a 10- or 15- or 25-percent improvement in plant
and equipment, our business system being as good as it is, our output
when the thing really gets running increases faster than that, so that,
after you get your capital improvements made and retooling and re-
conversion and the increase in technology, then you have to rely upon
a situation where the consumption factor grows fast enough to take the
output.

We say that in 1949, due to a fairly stable wage policy, and due to
the fact that unemployment did not increase extremely, although it
increased a good deal, and due to certain Government support prac-
tices, consumption remained on a fairly stable absolute level. DBut
the fairly stable absolute level of consumption was perfectly con-
sistent with an increase in unemployment and a declining oppor-
tunity for business investment, because technology advance.and the
increase in the labor force required an expanding level of consump-
tion to take the output. :

Mr. Rrcn. In thatirespect, Mr. Keyserling, yesterday one of the
Members of Congress from Texas gave quite a talk on the floor of
the House relative to the amount of oil that was coming into this
country and the fact that the ol industry here was closnm down, was
stopping their development, because there was so much coming in
that they could not afford to keep on with their production. What
should the Government do in a case of that kind? Should they give
consideration to the fact that when we start to close down our oil-
producing industries we should give recognition to the fact that too
much oil is coming in here?

My, Keyseruine, I think what the Government does in a situation
like that must be based upon a balance of national interests. If do-
mestic producers were being hurt without any compensating national
gain, I think the answer would be simple.

Mr. Ricr. What do you mean by compensating national ga,ln2

Mr. KevserLING. You could have a situation where the country
needed more oil than domestic producers could turn out, where at
the same time domestic producers would be better off with a shortage.

Mr. Ricu. That is what he claims.

Mr. Keyseruing. That would be a factual situation; we have not
investigated that.
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The CHalRMAN. You were about to say there was a simple answer
to the question propounded on the assumption that, as a matter of
fact, the foreign oil is coming in in such quantities that it is pushing
the domestic oil out of the market. You said there was a simple
answer. . What is it ? ‘

Mr. Keyseruineg. I say that there is a simple answer, that the
national interest should be transcendent. In other words, if you
balance all the factors, the effect upon domestic producers and con-
sumers, the effect upon the domestic economy, and if you reach a net
conclusion that on balance the domestic economy is being hurt by
this inflow, then it should be reduced. c

Mr. Rice. Whose responsibility should that be?

Mr. KeyserunG. It is not the Council’s. :

The CrHairMaN. It is the responsibility of Congress.

Mr. Rica. Don’t you watch these things and make your recom-
mendations to the President? ,

Mr. KeYsErLING. Yes, except that our limitations of staff and as-
signment cannot carry us into every specific thing. '

Mr. Rica. We are telling you now, and you could find out what
is happening by Members of Congress on the floor, and you could
take these things up immediately and check back and give them an
answer, couldn’t you? You do not have to have as big a staff as all
the Members of Congress would have to have on specific instances,
because there are a lot of them related to that oil situation.

Senator Warkins. And also there is the matter of zinc and lead
receiving foreign imports. I notice you said that where foreigners
could produce the product more efficiently we ought to get it from
them. On this matter of efficiency I do not know whether they are
more efficient or whether they have such lower standards of living that
they can bring it over at lower cost. _

Mr. KeyseruNG. In the final analysis we must look to our own
national interést. By “more efficiently” I mean where it is more
economical for us in the broadest sense to purchase abroad than to
produce at home.

Senator Warkins. Oil, zine, and lead, for instance, you might
say the over-all national interest would be that more people would
like cheaper oil and cheaper zinc and cheaper lead and the_things
manufactured from those articles, but what are you going to do with
those who are put out of work by reason of that?

Senator Franpers. I want to make a confession, that when the
Thomas amendment restricting the import of oil was discussed last
fall, I—and I think most of the other New England Senators—voted
against it because we are interested primarily in lower priced gasoline
and fuel oil. So we voted against 1t. That is one section of the na-
tional interest. :

The Caamman. And I voted for it.

Senator Warkins. And I voted for it.

Mr. Rica. You were more interested in putting the oil industry

“out of business than you were——

Senator FLaxpers. We were interested in low-cost oil and, of course,

the amount of employment in the oil industry is probably lower com-

61483—50——2
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pared to the value of the finished product than in any other industry.

Mr. Ricr. Hé does not have any oil in his district.

‘Senator Fraxpers. I think it is a typical example of the way in
which we under our Constitution arrive at what is the national in-
terest, by the presentation of the interests of separate groups on the
floors of the House and the Senate.

Mr. Ricu. If you depended altogether on that, Senator, how would
you in times of emergencies, when you probably could not get imported
oil and you have our oil interests here down and out, how would you
take care of yourself in a case of national emergency? Did you ever
think of that?

Senator Fraxpers. The industry is subject to quick revival.

Mzr. Ricn. - Not after you have your oil wells closed up. I will refer
that question to Senator O’Mahoney. -

The Ciairmax. May I claim the indulgence of the members of the
committee for just a moment? I am still really struggling manfully to
get an answer to the original question, and in order to do that I
am going to ask you all to turn to the pamphlet entitled “Economic
Indicators” at page 10. Now, this chart on page 10 shows produc-
tion and business activity. In the lower part of the chart we have
the graph that shows the manufacture of durable goods, the next
segment shows the manufacture of nondurable goods, the top segment
shows the production of minerals, and it will be observed that at the
end of 1949 there was an upturn after a general fall during the first
. 7 months of 1949, that we are now or were at the end of 1949 at a level
which was above the low level of 1947, but not quite equal to the
low level of 1948.

This graph must be the composite result of the production for all
purposes in the economy, production for the Army and the Navy,
for the Berlin lift, for the Marshall plan, and for the domestic
economy.

The budget which comes before us now contains a reduction, as
I recall, of some billion ‘dollars in the Marshall plan recommenda-
tion, and already there are protests from those American manufac-
turers whose export market will be to some extent affected by that
reduction, but the time is inevitably coming when if we do succeed in
reestablishing peace, production for purposes of war and purposes of
rehabilitation will be vastly reduced.

Now, when that time comes, are we going to be able to stabilize a
domestic economy at anything like the level that is presented in this
chart and, if so, how? Are we going to maintain an expanding econ-
omy and, 1f so, how ¢ .

That seems to me to be the heart of the whole question that is before
us, because you say, and I think everybody agrees, that the mainte-
nance of the American economy comes first. 6ertainly, we could not
do any of the things we are trying to do if we allowed the domestic
economy to fall into a tailspin.

Now, do you care to comment on that?

Mr. Kevseruing. Yes. First of all, I would like to say that we must
maintain an expanding economy. It is an imperative because, if the
economy does not expand, the level of unemployment constantly rises
and the level of nonutilization of plant and equipment and business
resources constantly rises.
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The Cuarrmax. That is because the population rises. )

Mr. Kevseruive. The population increases and technology im-
proves. That is the law of life of the United States economy. It has
to expand in order to stand still, in one sense, if you see what I mean.
~ Secondly, there are two broad avenues along which demand and
supply, or consumption and production, or business opportunity and
buying, can be kept in balance. These two avenues involve private
policies and public policies. : :

We, of course, believe that some public policies will be necessary
in our kind of economy: resource development, social security, some
phases of housing, and various other things of that kind. As the
economy moves progressively into a stage where the basic needs of the
people—food, clothing, shelter—are met, it gets into an area where a
larger part of the resources have to be devoted to the things some
other countries might call luxuries, but which we call necessities—
better health services, better protection against old age, more leisure
and travel and communication. These areas do”involve a certain
amount of Government activity, though we do not mean the Govern-
ment should take over.

So we do need a well-ordered and a progressive, in the best sense,
program of Government action to stabilize the American economy
and assist in its growth.

At the same time, we feel that the greater task isin the private sector.
In the private sector, the challenging task is to maintain a relation-
ship between prices and incomes which, on the one hand, provides
enough funds and enough incentive to business to invest and re-
invest and build up its plant and equipment and, on the other hand,
provides a supply of funds to the consumer large enough to take the
output.

I say again, as I have said before, that the long-range and chronic
problem of the American economy has been to prevent ultimate de-
mand from falling behind productive capacity. o :

The Council has set up for 4 or 5 years what we think would be a
roughly workable composition of business investment, on the one
side, which is fundamental, and consumer buyer on the other side,
which is very fundamental, and we have set this up in very broad
ranges so as not to seem doctrinaire or arbitrary, on page 85 of the
Annual Economic Review. ]

Senator WaTxins. You would call it a 5-year plan?

‘Mr. Kevseruing. We do not call it a 5-year plan.

Senator Warkins. That is in effect what it 1s, isn’t 1t 2

" Mr. Kevserurxe. It is not a national plan, because we do not under-
take through Government to put it into effect. I think a good term
would be market analysis, in other words, an extension of the idea of
market analysis, which business has found very helpful .in the past.

Senator Warkrxs. Market analyses just reveal things as they are,
but as I understand it, you are working out production and consump-
tion so they will be in balance. That implies a plan.

Senator FLaxpegs. In business a market analysis is to indicate the
possibilities of expansion of a market; is that not right? It is not
just simply past history. It is undertaken to increase the volume
of business. That is what the term means in general in business
parlance. S
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Senator Wartkins. Not as it is in the dictionary.

Senator FLanpers. Then the dictionary is behindhand.

Senator Warkixs. Possibly it is.

Mr. Kevseruine. Some of the most interesting business market
analyses are getting into these kinds of questions as to what kind of
consumption and what kind of income structure and what kind of
demand at different points in the economy are needed to maintain
an expansion of product. The Council’s effort is designed toward the
same end. :

Senator WaTkiNs. Why not be honest and call it what it is—a pro-
gramor a plan? I know that word is.in disrepute.

Senator FLaxpers. If you want to see examples of market analyses, -
you can turn to Business Week which is purely a business paper, and
see its continuous reporting on prospects for business in each one of
the 12 Federal Reserve districts and its analysis as to what kind of
goods those districts——

Senator Warkins. It shows what is needed, but it does not tell you
how to get it. v

Senator Franpers. That is left to private business. :

Senator Warkins, That comes with programing. As I understand
Mr. Keyserling, we ought to work out a program to keep in balance -
consumption and production. That is what I want to know. How
are we going to do it?

Mzr. Rica. The only way to do that is to let the people of this coun-
try have confidence, so that they can go ahead without having the
Government destroy the confidence that they would naturally want
to have in order to go ahead and do business. That is the way I see it.

Mr. KevsgruinG. Congressman Rich, the Council places enormous
stress upon just that kind of confidence. One of the main purposes for
which we use this market analysis, or whatever you want to call it, is to
show that in the long run the pattern of the American economy
there are these huge opportunities for business and investment, rather
than having attention diverted by fear of a short-range outlook which
may lead businessmen to cut spending and investment excessively.

Senator Warkins. You stated very well the necessity of keeping

production and consumption somewhat in balance. Now, what is the
program? How are you going to do that? Can we do anything
about it?
" Mr. KevseruinG. First of all there is the task of economic analysis.
Tn the ultimate, almost every economic problem of basic significance
comes down to the question of the relationship between investment
and buying which will keep the economy fairly stable and growing.
Most economists, whether they be private economists or public econo-
mists, whether they be talkin% about tax policy or credit policy or
spending policy, generally get back to one'of two things: Either they
say, “We think the whole composite of national policies represses
investment,” which means produces too low a level of investment as
against buying ability or they say that the economy is out of balance
on the other side because consumption is relatively too low.

Now, we admit it is very hard to find what this balance is, and
that there is no exact, precise balance in dollars. Yet most economic
analysts are in search for that balance, and I believe at least are
getting closer to discerning it.
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All we have tried to do here—

Senator Warkixs. What is the answer? :

Mr. Kevseruine. There is no exact precision answer to the prob-
lems of our economy in the sense that there is an answer to the ques-
tion : How do you get from here to Dupont Circle?

Senator WaTkins. I thought that is what this committee was set
up for, to find out how to keep full employment.

Mr. Ricua. Here is the point I made to the Senator when I asked
why we should permit the President’s economic advisers to advise
the President and then let them come down here and advise us,
so we are all on the same road going to Dupont Circle. It seems to me
we ought to have an opportunity to go anywhere we want to and get
the ideas of somebody else. If we want to advise the country, you
cannot let Mr. Clark and Mr. Keyserling advise the President as to
the road to follow and then come here and advise us to travel the same
road. I think we are doing wrong.

I am firmly of the opinion that we ought to get different views and

counsel if we want to be of service to the country, not that I am
trying to belittle them in any sense.
" The CHamman. That is what the committee is going to do. No
attempt is being made here to make any members of the committee
listen to only one side. The committee will be very glad to hear the
testimony of all sides, and the arrangements which we have are pre-
cisely for that purpose. So far as I am concernend, I am not fright-
ened by the word “plan.” .

Mr. Rice. I am not trying to belittle anything they are doing.
Let them advise the President, but he is’only one branch, and we
ought to get advice from others.

The CrarMaN. We are going to do it. All I am trying to do this
morning is to get these gentlemen to tell us in simple terms what they
have advised the President, and nobody is committed to anything that
either they or the President may have to say.

Senator WarxkiNs. I am very much interested in getting their point
of view. I do not quite agree with Mr. Rich on this. I am interested
in these various theories. I do not claim to be an economist. I have
heard economists various times. I think Mr. Keyserling stated that
they finally come to the crux of the whole thing: How are you going
to doit?

Tt reminds me of an incident in one of our meetings during the de-
pression. One of the ladies said, “We know we are sick. We don’t
want to be told there is something wrong with us. We know we are
sick. What we want to know is how to get out of it.”

That is what we come down to. In our State, we have had several
thousand miners out of employment because apparently on the sur-
face—it may not be the answer—the Marshall plan and some other
programs bring in ore at a lower price. But that is being done. We
also find it in the case of the apple growers of our State, with apples
coming in from British. Columbia. That is happening while we are
pulling up trees in my State. '

We have to balance the good, on the one hand, as against the damages
on the other hand. How do we determine the balance? That is the
kind of advice I would like to get. I do not care where we get it.
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Mr. Ricu. I do not want to miss the opportunity of getting in-

formation. However, we can read the report these gentlemen have
iven. . :

g Senator Warkins. We should cross-examine to see what they mean.

Some of the language is over my head.

Mr. Rica. We talk about things that affect you and the Senator
from Wyoming. Talk about wool. They raise wool in your States.
They took the tariff off of wool, 814 cents a pound, thinking that they
would bring in wool from foreign countries and we would get the
benefit of a lower price. As soon as we took the tariff off, wool went
up 814 to 10 cents a pound, and the countries put on an export duty
of 15 cents a pound, and we are paying more for wool, and you fellows

are not, raising as much as you did 2 years ago. '
~ Senator WarkiNs. You should put that in the past tense. We did
raise wool. )

Mr. Rica. Instead of coming down, we are going up. .

Senator Warkins. I want to make it clear T would like to hear all
Mr. Keyserling has to say.

The CHAIRMAN. Suppose we let him tell us from his point of view
what ought to happen in the economy in order to produce these results.
Were you referring to page 85°? ,

Mr. Keyseruing. Under the Employment Act we are, first of all,

-asked to define needed levels of employment, production, and pur-
chasing power. The Congress thought that was the first measuring
rod of where we want to go as an economy. We have attempted to do
that for two periods, first for 1950 and second for 1954. Taking 1954,
which is a reasonably short period of time, we reached the conclusion
that if we want to have maximum employment—that is, if we want
to keep unemployment down to 2 or 214 million—we will have to have
approximately 64 million jobs by 1954, based upon the natural growth
of the population and the labor force.

Then we look at the figures relating to productivity, relating to plant
and equipment and employment, and come up with the conclusion,
which is based simply upon a conservative use of certain past pat-
terns, that by 1954 the real output of the economy, if it is reasonably
fully employed, will be somewhere in the neighborhood of 300 to 310
billion dollars, measured against 258 billion in 1949,

Senator Warkins. What kind of a dollar are you using ?

Mr. Keyseruing. The same price level.

Senator Watrins. As of today?

Mr. KeyserLing. It is the real measure of output, about an 18-per-
cent increase in output and about a 1214-percent increase in pro-
ductivity. -

The Crairmax. You speak of the same price level. One has only
-to pick up the newspapers now to know that in some fields manu-
facturers’ prices are going down. If we are to have an expanding
economy, will it not be necessary for the producers of goods to drop
prices in order to make purchasing power more all-inclusive than it
now is, in order'to maintain the market, the consumption market, and
therefore, the maximum employment?

Mr. Keyseruing. In our report, getting to means, we stated that
in some areas we thought there would need to be still further price
adjustments. But we also felt that generally, in looking at the situa-
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tion as a whole, we were.somewhere near a reasonably stable and
sustainable price level, and that most of the gain in buying which
would be needed over the years would have to come in the form of
income gains rather than price reductions. We do not say that this
is theoretically a better way, but, observing the functioning of the
‘American: economy, we cannot see a recorciliation of a constantly
falling price level in general with a rising level of production and
employment because a constantly falling price level 1s a dampening
influence. :

Senator. Warkins. Doesn’t it increase consumption? All those so-
called surpluses we have could be moved now if the price were right,
couldn’t they ?

Mr. Keyseruine. Except that the American economy does not oper-
ate in just that way in the long pull. }

Senator WaTkINs. Because we have interfered with it so much.
That is the principal reason, is it not? We have never given the
American economy 2 real chance. We have so many restrictions on it,
it is a matter of putting a restriction on here and it throws it out
somewhere else.

Mr. Keyseruine. Taking the areas where a price decline would be
beneficial, the automobile area, for instance, it is not due to Govern-
ment restrictions that automobile prices are not reduced.

Senator Warkins.  We freeze the labor, we freeze a lot of costs, raw
n%aterials, by having ironclad contracts running for certain periods
of time.

Mr. KeyserLine. But the net margin of return is more than satis-
factory, and therefore there is room for price reductions.

Senator Warkins. I am not worried by the profit end, but rather, the
mthk who wants to buy, keeping everybody buying so people can
work.

Mr. Keyseruixg. I wish that the man who wants to buy an auto
could buy for less.

Senator Warkrxs. I think we could buy cars if we did not have
these artificial things thrown in.

Mr. Rica. Don’t you know if you let the RFC give Mr. Kaiser more
money and get that cheap car of his, you will get cheaper cars, but
the Government is going to have to pay the bill. : '

Senator Warkins. I am talking about this on a broad scale. It
seems to me if we are going to get consumption, we have to let the
economy work so that we will get lower prices. We cannot get big
consumption at the present prices unless we try to force everything
else up and the prices outrun purchasing power.

Senator Fraxpers. I would like to ask a question on this table 13 on
page 85, to which you referred. Nineteen hundred and thirty-nine,
gross private domestic investment is given as $37,200,000,000. Then
over here the corporate profits before taxes and inventory valuation
adjustment are given as about $26,600,000,000. How do we get the
difference? It 1s not shown as to what the profits would be after
taxes. Haveyou any rough estimate? ‘

Mr. Kevseruing. Our report contains figures on the profits after
taxes. May I find that in the appendix?

Senator FLanpers. Yes, if you will.
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Mr. KevseruinG. Beginning on page 177, there are various tables
on profits before and after taxes. The first one is for all private
corporations.

Senator Franpers. That is a little less than your 27.6, but sub-
stantially the same. Well, the annual rates for each quarter bring it
to 27.6, and the corporate tax liability seems to average somewhere
around a little less than 11. You might call it 11.6, something of that
sort. It would bring it down to perhaps $16,000, OOO OO() roughly after
taxes.

Mr. KeyseruiNe. The figure for the year as a whole is here.

Senator Franpers. Sixteen and seven-tenths and twenty-seven and
six-tenths. That roughly leaves $11,000,000,000 after taxes.

Mr. Kryseruise. Sixteen and seven-tenths is the corporate profits
.after taxes.

Senator Franpers. Corporate profits after taxes, $16,700,000,000,
and we have, nevertheless, an investment during that perlod of 37. 2.
So that there were $21,000,000,000 of investment which did not come
out of corporate profits. Where did it come from ¢

Mr. Kevseruing. There is in the report an analysis of the sources .
and uses of corporate funds.

Mr. Krers. Page 182.

Mr. Rica. In reference to this corporate profits on the table on page
85, you say the gross private domestic investment was 37.2 billion and
the profit, as given on page 177, was 27.6 billion. Do you mean to say
that the proﬁts of the corporatlons were within 10 percent of the value
of the capital invested in private corporations? :

Mr. Kreps. Dr. Keyserling, isn’t the answer partly that the domestic
private investment includes much more than corporate investment ?

Mr. Ricn. It seems so large to me that I know I would like to be
interested in some business that would be able to have an earning like
that. The question I asked was whether the statement made here that
gross private domestic investment is 87.2 billion and corporate profits
were 27.6 billion—I wondered what that meant. I wondered whether
that meant profits of corporations of this country as a whole, that their
earnings were within 10 percent of their capital investment for the
year. It does not sound reasonable to me.

Mr. Kreps. The two figures are not comparable, sir. The one refers
to the total investment of the whole economy, not only by corpora-
tions, but by unincorporated enterprises and construction and all the
the rest; whereas, the corporate investment picture is given on page
182.

Mr. Ricu. I did not understand that.

I have one other question I was interested in. The question that
the Senator asked: If this gross national product was to be $300,000,-
000,000 by 1954, does that mean that the increase in our population will -
require us to have an increased production of commodities to that
extent? And if that is so, do we then maintain the same percentage
of importation of foreigners into this country that we have now?
‘Were they figured on the same 1mportat10n of people coming into this
country?

Mr. KeyseruinGg. You mean what allowance for immigration is
made in the estimates of population increase ?

Mr. Rica. Yes. Did you allow any increase in that?
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Mr. Kevsercine. I believe that the allowance is based upon the
current pattern. Do you happen to know, Fred?

Mr. Waucw. I do not remember what the figure was, but you are
correct. It is based on recent immigration.

Mr. Keyseruve. The immigration factor in the increase is very
small.

Mr. Ricu. It could be very small, it could be very large. It would
throw out of gear your figures if we increased our immigration.

Senator Fraxpers. If we change our immigration policy, but we are
not sure that we are going to change our immigration policy.

Mr. Ricu. I hope we do not change it.

The Cuarryan. You have made no assumption of a change?

Mr. Keyseruing. No. This is based on a continuation of the present
policy, and, therefore, the immigration factor is very small 1n this
computation.

Senator FLaxpers. A certain part, at least, of these figures for gross
private domestic investment is in the form of credit and in the form
of debt, a considerable part of it. Do you see anything dangerous
in the amount of it that is in debt and the amount of it that is in direct
borrowing?

Mr. Keyserring. Mr. Clark might want to talk about that.

Mr. Crark. The only debt element that requires constant concern
is that in extension of consumer credit, particularly installment credit,
which has been mounting continually, and a projection of that rate of
increase would before long bring it to a point that would make it
precarious.

At this time the relationship of installment credit to consumer
income and to other possibly relevant factors is not high on the stand-
ard established before the war. At this time, therefore, we do not
thigk that it is necessary to consider provisions to limit the installment
credit. '

Se};ator Warkins. How does that compare with before the crash of
1929¢

Mr. Crarx. I think it is below that figure.

Senator Warkins. That was too high, was it not ?

Mr. Crarg. Perhaps so. It is hard to assign responsibility to the

-1929 break.

Senator Warkins. That may have been a contributing factor. You
say it may be precarious if 1t goes too far. We are interested in
finding out how far too far is. .

Mr. Crark. We refer to the figures before the war as perhaps the
standard to think of in determining what percentage of consumer
disposable income might be represented in installment credit or what
the relationship mingt be, and on that basis it is not yet in the
danger point. = The real danger of high installment credit is not
perhaps found in the possibility that it of itself would create some
crisis. It is found in the fact that if some crisis develops and a
downturn begins, the very rapid liquidation of installment credit
multiplies the deflationary forces.

Senator FLaxpers. What you are saying about installment credit
relates (table 13, page 85) to personal consumption expenditures.
It has its effect in raising those beyond what they would be in a bal-
anced situation. I do not see that it applies particularly to the ques-
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tion of how this gross private domestic investment was financed,
which was the question I was addressing myself to.

Mr. Crark. No.

Mr. Ricr. Your idea, Mr. Clark, is that we should be careful in per-
mitting credit extension for fear it will get a lot of people in trouble
by purchasing much more than they can afford to pay for.

hMr. Crark. Get the economy in trouble by people having pur-
chased '

Mr. Ricu. Get the economy in trouble and the individual in trouble.

Mr. Crark. They will, of course, suffer, and for that reason we have
recommended the renewal of the authority of the Federal Reserve
Board to control installment credit.

Senator Fraxpers. We have two things which go into consump-
tion expenditure and gross private domestic investment expenditure
for 1949. These expenditures were a little higher than they ought
to be in a balanced economy. Only to a very small degree (page
182, table C-34) were investment expenditures deprived from equi-
ties, 1.3 billion. But it looks to me as though we had to have recourse
to other things than corporate profits such as debt expansion to get
this 87.2 billion. It looks to me as.though there are weaknesses both
in the total of private investment and.in the personal consumption
expenditures. It looks as if the weakness is in both of them, the weak-
ness in expenditures being the increasing dependence on consumer
credit. In fact, that does not look too healthy to me, and I am won-
dering about the extent to which the 1954 suggestion will be erased
by similar undesirable and weak means. That 1s what troubles me a
little bit.
1%enator Warkins. In other words, let’s pile it up by going into
debt. : :

Senator Franpers. Both by going into debt for investment and

going into debt for consumption. It does not look too good. I was

wondering what the composition of consumption was going to be in

11)954 and what the means for expansion in investment in 1954 would
e.

Senator Warkins., The analysis you have been talking about—
what does that show? Does it contain the answer? I want to put it to
the test. :

Senator Franpers. Based on present experiences, both of those
things look weak and have to be buttressed by borrowing rather than
by financing from current production.

Mr. Keyserring. We are in agreement, first of all, with regard to the
rapid expansion of installment credit. Now, installment credit is a
proper part of our economy in proper proportion, but the rapid ex-
- pansion of installment credit as a substitute for current income ad-
dressed to current expenditures is unhealthy and undesirable. Now,
different people will disagree as to just how many billion dollars of
this kind of credit expansion is too much in our kind of economy. Our
report indicates that we think it is now on the high side. But nonethe-
less, it is in a sense a life preserver, maintaining demand in the absence
of other factors. I think, as Senator Flanders has said, that if you
remove that life preserver, or even if it gets soggy, you have to have
something to take its place. All we are suggesting in the report is
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that this adjustment rests mainly in the area of the private economy
and that in the long pull, through a combination of price adjustments
:and income adjustments, we have to find within a 5-year period an
.outlet for a national product at full employment about 50 to 60 billion
.dollars higher than in 1948 or 1949. o .

Senator Franpers. What troubles me is if we say in regard to in-
come adjustment that we will get it out of reduced profits, the profits
‘themselves seem inadequate for the investment expansion, which is
required, and we have had to go to borrowing in order to get the
required investment. So the thing that puzzles me is: Where do we
get it ?
£ Mr. Rice. As I see the situation, the Federal Government now is
trying to get all these other countries to produce certain things that
are going to come into this country, and if we.aid and assist them to
the extent that some of our people believe we ought to, eventually
they are going to furnish all the materials, and our people are not
going to be able to do it. They are going to do it because they have
.cheaper manufacturing costs, and they will be able to bring their
‘merchandise in here, and our people will not be able to have. jobs,
“nor will our manufacturers be able to run.

Senator FrLanpers. I was addressing myself, Congressman Rich,
to the internal problem. The external problem, I think, we must
assume by some means of a balanced foreign trade, and if we assume a
‘balanced foreign trade, then where do we get the needed increases in
investments, aside from increase in debt,.and where do we get the
needed consumption funds, aside from increase in consumer credit?
Those are the two things that trouble me a little bit.

Mr: Rica. Who is going to be the one to judge that increased pro-
duction from abroad and the amount that we are to produce here in
this country, the State Department? Are you going to put your faith
in the State Department and the Reciprocal Trade Agreement Act?

Senator Franpers. I was not addressing myself to that particular
problem, which is a problem. '

Mr. Ricu. It is a problem. o

The CramrmaN. May I make this comment on what you have just
said? Several years ago we had a special committee to look into
petroleum, and we had the oil companies, the big and the little oil
companies, appear. There was as complete a story told by the indus-
try itself as we could get. That indicated to my mind, at least, that if
the people in Europe, in Asia, and elsewhere had a higher consuming
ability, they would take much more of the oil that is produced abroad
than they have been taking. o _

Now, one of the reasons why Middle East oil. oil produced by Stand-’
ard Oil of New Jersey, by Texas, California, Aramco, and so forth, is
coming into the United States is because.this is the best consuming
market in the whole world, and the capacity of the people of Enrope
to use that oil is retarded by the conditions which exist there. SoThave
sort of entertained the belief that accompanying increased production
abroad would be an increased ability, to consume, and those foreign.
countries might consume much more of their own production than
they do now. _ . ' '

L
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. Mr. Ricu. That is right. I agree with you on that. Of course,
you and Senator Flanders cannot agree, because you voted to exclude
a lot of this oil and Senator Flanders voted to let it in.

The CaarrmaN. I think at heart he agrees with me.

Senator FLanpers. And at heart you agree with me.

Senator Tarr. May I ask a question? . S -

The CHaRMAN. Pardon me. Senator Watkins “was ~asking a
question. '

Senator Tarr. Excuse me.

Senator Warkrns. When they get into a tight place, economists
usually dive into charts. We have got a long way off and I have not
yet heard the answer to this question: How do we do it?

Mr. KeyseruNG. Let’s dive out of the charts and get back to——

Senator Warkins. We have practical legislation coming along here
every day. This is a committee supposed to recommend to the Con-
gress ways and means of providing for full employment. I am just
pointing out we have some unemployment sectors in my section of
the country, and the Senator from Wyoming and others have the same
situation. What is the recommendation of the doctors of economy
on how to get that going again?

Mr. Keyseruine. If you will bear with me for just a minute, Senator
Watkins, I want to make one thing clear, which I think has been a
cause of misunderstanding in this discussion. :

On the one hand, it is said to us that we cannot rely upon the Govern-
ment wholly or mainly to stabilize the economy and to promote its
growth, We agree with that. We think that it is mainly a task
for the enterprise svstem.

Therefore, in our analysis of the economic situation we concentrate
upon two types of things: Private policies and public policies. Now,
it may be asked, since the Congress has no control over private policies
and since the Council has no control over private policies, and since
the President hasn’t, why do we analyze the private sector of the
economy at all and why do we even try to identify policies in the
private sector?

I think there is a very valid reason for that. The valid reason for
that is that we as a Council are joining with other groups under the
statute 1n trying to analyze the whole economy, although the Govern-
ment, can only geal with part of it. We try to identify those things
which may occur in the private sector as well as those things which may
be done in the public sector. In short, there is a difference between
what we analyze and what the Congress has power to deal with. In
making an over-all analysis of the over-all problems, we must deal with
problems of prices and problems of wages and problems of income flow,
although we are not claiming that these are matters which can be
handled solely or mainly by the Government.

Mr. RicH. You were not ablé to agree on that phase of it because you
had such a difference in your own organization. You and Mr. Clark
agreed on one thing in the last year and Mr. Nourse took an entirely
different view of it, according to the reports, and when you have that
in your own organization, you have a pretty difficult time in trying
to analyze these things, because it. depends altogether, in my judgment,
from the report you fellows gave out, on the ideas and the thoughts
in your own minds.
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Senator FLaxpers. Mr. Chairman, I am not particularly interested
in post mortems, except for lessons that may be derived from them,
and my interest 1s in this report.

Mr. Rica. The whole interest here is the way a man looks at things.
You and I look at things differently, just the same as Mr. Keyserling
and Mr. Nourse look at things differently.

Senator Franpers. I am suggesting that we look at the way the
present Council looks at things by looking at, their report.

Senator Warkixs. I do not want to be unduly stubborn, but I would
like an answer, if there is one. I have that question in my office right
now.

The CHaRMAN. May I say just for the record that I am personally
not conscious of ever having received or seen a minority report from
the Council of Economic Advisers.

Mr. Rica. You got it in the papers. .

The CHarMAN. Yes, but I do not believe all I read in the papers.

Senator Warkixs. The minority is not allowed to report any more.

The CrHaRMAN. Will you now please undertake to answer Senator
Watkins’ question ? '

Mr. Keyseruing. I am trying to answer these questions conscien-
tiously. In trying to answer Senator Watkins’ question, I had to
make the preliminary point that our analysis of the economy goes
beyond what the Government can or should do, because, no matter
how little the Government does, what the Government does should
be superimposed upon an analysis of the whole situation. In other
words, the Government ought to look at the whole economy before
it decides on any tax policy, although the tax policy does not cover the
whole economy. This may be a seeming dilemma—but I do not think
it is a real dilemma when one understands that the range of analysis
in our report.is broader than the Government policies we recommend.
We do think it is useful and in accordance with the intent of the stat-
utes that we should do three things: First, try to analyze as objectively
as we can the funétioning of the whole economy, this being our basic
responsibility ; second, probe whether this analysis may help private
groups as they try voluntarily to adjust their wage policies, their
price policies, and their investment plans; third, we also trust that this

" analysis may help the Congress as it seeks to evolve national economic
policy through legislation. '

Now, our conclusion in our Annual Economy Review, based upon
this analysis, is that both of those lines of activity have to go forward
on an improved basis if the economy is going to be reasonably stable

- and grow.

We think private enterprise, including busihess, including labor,
including farmers, has got to do a better job than in the prewar period
if we are going to have more stability. We think that Government
also has to do a better job. . .

Specifically, to try to answer your question, Senator O’Mahoney,
we have reached the conclusion that, for the economy to maintain
reasonably stable employment over the next few years at maximum
levels, there would be involved an increase in output that would carry
us 50 or 60 billion dollars higher per annum than we are now within
5 years.
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Now, how can a sufficiency of demand to take this increase in goods .
and services be brought about? There is nothing in our report which
says that it be brought about by an increase in the level of govern-
mental outlays. In fact, we urge a decrease where it can be effectuated.

We say that, as the international situation improves and as the need
for defense declines, the Government budget should represent a de-
clining proportion of the total Nation’s economic budget. Therefore,
we say that most of the adjustment has to come in the private sector
of the economy, and we analyze the question whether it can come
mainly in the form of price decreases or mainly in the form of income:
increases, and we reach the conclusion—on which some economists:
will differ—that, broadly speaking, it is not possible for our economy
to grow and expand at a constant pace with a constant and sharply
declining level of prices. 'When prices get too high to be sure they
have to fall before they reach a basis of stability, but before the econ-
omy starts moving upward again, you have to-have a reasonably stable
price level established. We say there should be allowances for some
price decreases in some areas where the price structure is much too high,
and in some places where there is a particularly rapid increase in tech-
nology and in productivity. Automobiles sold for less in 1918 than
they did in 1908. Broadly speaking, however, we say that the economy
can start moving upward only when you have a reasonably stable price
level and, therefore, from year to year you need income changes which
are not so large as to be inflationary and not so small as to be deflation-
ary, but represent roughly the increase in productivity on an annual
basis. This depends upon how well the business system, on the one
hand, and labor in its colective bargaining, on the other hand, succeed
in relating that increase in productivity to funds for business invest-
ment and funds for consumption, so that there is neither the deflation
which results from an excessive investment over demand nor the infla-
tion which results in an excess of demand over production.

Senator WatgINs. Also you do not get a price structure that prices.
a product out of the market. .

Mr. KeyseruiNg. That is absolutely right. Let me answer Senator
Flanders’ question. ‘

Senator Franpers. The Senator is waiting for an answer to his
question. I wonder if you may not want to disavow in your frame
of reference the examination of specific situations and specific indus-
tries. I do not see any other way for you to get out from under Sen-
ator Watkins’ question.

Mr. KeyseruiNg. Your question was about——

Senator Warkins. I said this committee is set up and I understand
your Council is set up to advise the President how to keep full pro-
duction in the country, and that is the job of this committee. As one
member of this committee, representing a certain section of the United
States, I find unemployment in the mining industry and in the fruit-
growing industry. Iname those two particular ones, just to be specific
about it. Now, you say it is a matter of balance for_ the good of the
country or this particular section. I would like to know how can I
tell what the balance should be? Shall I tell my miners, for instance,
that it is a good time to go out of business now—as a matter of
fact, that it would be better for the interests of the country if you.
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would go somewhere else? Shall T tell the fruit growers that it is
time for them to pull up their trees, when I know that all over the
United States people need the products that come from those trees?
In some sections we are paying 17 cents a pound for apples while
we cannot sell them at home. :

- Mr. Kevseruing. The only basis on which those charged with na-
tional economic policies, whether on the legislative side or on the exec-
utive side, the only basis on which they can act is on the assumption
that our economy 1s strong enough not to require at the national level
the detailed processing of every single facet of the economy. It must
be on the assumption that there are a few broad policies which are of
great enough national significance {0 have our economy work reason-
ably well if they are well analyzed and well conducted.

I am not showing any insensitivity to your particular problems, but
if we say that the only way the Federal Government can arrive at a
better tax policy or better farm policy or the only way that industry
can move toward better wage and price policies is if the Government
gets into minute examination and minute advice and minute treat-
ment of fruits and mining and all the other details, then we are saying
in effect that we need an extremely highly managed economy.

Now, maybe—I do not know sufficient about other economies—
maybe other economies are in such bad shape that they need that kind
of minute planning in order to work. I do not think our economy
does. I think the Council of Economic Advisers, if its analysis con-
tributes anything on such matters as tax policy, budgetary policy,
credit policy, general price-wage policy, farm policy, resource devel-
opment, is doing about all we can be asked to do, as against being either
sufticiently informed or sufficiently wise to be able to know at a given
cross section in time just what ought to be done by the fruit industry
or by the mining industry.

Senator Warkixns. Maybe it will be steel tomorrow. We have the
price of apples, and so on, because of freight rates and other -things,

_the cost. of processing, picking, packaging, all being so high that the
people cannot buy them. They would buy them if we could get them
to them. It may be steel tomorrow. Will you say we cannot talk
about that? We have to keep on general principles and not talk about
any product? That is what the legislator is up against, not only
this over-all picture, but constantly he is up against the matter of

" keeping people employed in these specific industries, and the whole
economy 1s made up of the total of these specific industries.

So if we cannot apply it to any one of them, how can we apply the
remedy to all of them?

Mr. KeyseruiNg. Only on the ground that we do know that when
there is maximum employment generally, there is not very much un-
employment anywhere. When we begin to have considerably less
than maximum employment, when the general economy runs down-
hill, it hits certain sectors and certain parts much harder than others.

Senator Warkixs. It hits some first.

Mr. Kevseruing. It hits some first and hardest. Therefore, the
general solution frem the national point of view is to try to devise
those policies which will help the economy as a whole toward a maxi-
mum level of employment and production and business activity. If

“that goal is accomplished or nearly accomplished, you will not have
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such serious and such acute and such prolonged difficulties in par-
ticular sectors.

It is certainly true of our economy, being an uneven economy, that
when it starts running downhill, some sectors get hit first and hardest.
I think they have to be attended to, but I think the main approach is
along the line of the general approach that relates to the whole econ-
omy. Inthe meantime, we have always recognized that several things
have to be done about specific areas, and that was the reason why in
the mid-year 1949 report and in this report we recommend, pending
restoration of maximum employment, that there be spot attention on
a highly individualized ad hoc basis to the problems of particular
areas. But this is a very hard thing to do from the point of view of
national policy when you have a generally high level of employment.

It is very hard as a matter of -national policy, as you know as
Members of Congress, to expand works on an ad hoc basis in particular .
counties or in particular regions or in particular States and contract
them elsewhere. )

Senator Warkins. That is a matter of putting Government spend-
ing into those areas.

Mr. Keyserurng. That is an important problem, but it is very hard
for the National Government to move in different directions in indi-
vidual parts of the country, and that is why I think the most fruitful
policies from the point of view of our frame of reference are those
general policies which have broad significance as they affect the whole
economy. :

Senator WaTkins. It seems to me it is the general policies that are

_having the effect of causing our difficulties and that that will spread
just like the one small decayed spot on an apple soon spreads to the
whole apple.

Senator Fraxpers. Mr. Chairman, Mr. Taft had a question.

Senator Tarr. The problem that presents itself to me on that busi-
ness of building this income up to $300,000,000,000, is that you have
certain soft spots. You have certain things that cannot go on in-
definitely. One of them you have referred to and that is consumer
credit; it is increasing, has increased at the rate of $3,000,000,000 a
year for 2 years. It cannot go on increasing at that rate without
getting to a dangerous situation. It may not be a dangerous situa-
tion today. : )

In any event, there is an item of increase which is abnormal. You
have got exports financed up to about $5.7 billion, total surplus exports.
No doubt there will be a surplus of a billion or 2 billion permanently,
but certainly there is a soft spot there of $4,000,000,000 of exports that
cannot go on indefinitely.

You have a Federal deficit of 5 billion that cannot go on-indefinitely.
There is 12 billion that is going to disappear. How are we going to
make that up? - How can we get it? How can you hope to in-
creaseit? What are you going to substitute for these abnormal stimu-
li to spending and operation? What has occurred to me is that
you have primarily a job of selling to the American people, not just the
passing out of income; after all, there is 20 billion in savings, there
is plenty of money to buy more stuff if we can sell it to them.

It seems to me progress in the past has been through increasing
the manufacture of stuff and then selling it to somebody. If you can
do that, you may cut down their savings, but you pay somebody else
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at the production end, which increases correspondingly income and
replaces the savings.

In a way it is a business of selling the American geople on buying
more stuff and educating them up to a higher standard of living as
much as you can. Of course, it is helped if you can get the lower in-
comes up some, where there is less saving today probably and where
there is more demand. But the thing that puzzles me is how we are
going to do it.

There is another thing. The way you get ahead here is more
production, greater productivity, and the- greater the productivity
you have the more plant you have to have. That is doing pretty
well, although we have a long-range problem to keep that up.

The other way is to increase production itself by selling to somebody
so you can go ahead and make the things. We have one policy that
absolutely is against that. That is the limitation, for instance, on
wheat and corn acreage. We cannot go on increasing the total prod-
uct of this country if we cut down total agricultural production.. That
is an element. Maybe that is abnormal. Maybe that is another thing
you have to add to the 12 billion of abnormal stuff to make up. We
g}nnot go on producing agricultural products as we have. 1 do not

ow. :

In the past, for some reason, in this ¢ycle in the thirties it always
seemed to me that it looked as if you could not glo it by pouring the
stuff in at the consumption level from the Government. The way
you built things up was at the production end, new people going out

uilding a new factory, making new products; putting people to
work, making products, selling them to somebody. Then you have
a lot of people permanently at work who were not at work before.

How you will do that I do not know, but I want to say it seems to me
there is still too much emphasis on increasing consumier income.
Maybe that is one step in the process, but it does seem to me it is a
question of increasing production and then selling it to somebody.

The CrairMaN. Doesn’t that mean increasing the market for those
things? -

Senator Tarr. But how do you increase it? By going out, adver
tising, selling stuff, putting the salesmen on the road, getting people
to buy things they would not otherwise buy.

The Crmairmax. They have to go to people who have the income
to purchase the things.

Senator Tarr. There must be that income because people have saved
$15,000,000,000, in the last 2 years. Somebody has the-$15,000,000,000.

Mr. Crark. That is not cash. That includes investment in homes.

Senator Tarr. Somebody sold them the homes.

Mr. Crark. And also inventories and equipment of unincorporated
businesses. The liquid assets available for purchasing are very much
smaller.

Senator Tarr. If you can get people to spend that money, sell them
something. Then you pay somebody at the production end, and lie has
the income; and when you have paid it to the fellow at the production
end, you have paid him the income that you have taken away from this
fellow over here. Mayhe he saves it and maybe he does not, but at
least. he has the additional income. It is theory. I am talking in
the air.

61483—50——3



30 JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT

Mr. Keyseruine. A large part of what you have said, Senator Taft,
is very much in line with the framework and analysis of our report,
and we certainly believe there is an educational process in the sense
of getting voluntary acceptance of what needs to be done. That is
why we do not think the area of governmental policies alone provides
the solution of the problem. i _

On the income analysis I think our analysis runs like this: That
in the first instance, starting at a high level of production and
~ employment, the total buying power or the total money generated by
the productive process itself is always equal to the amount of goods
produced. That is classical economic doctrine. So that theoretically
there should always be enough buying power to take the goods off the
market. T think that is called Say’s law.

The trouble is that the amount of that generated purchasing power
which is spent depends in part on where it flows. If too much of it
flows to the investor and too little to the consumer, you reach the point
. where demand does not absorb all of the output because the market
does not exist. If too much of it flows to the consumer and not enough
to the investor, either you have inflation, on the one hand, or you have
a situation depending on the composition of that income flow among
the different consumers, where so much of it is concentrated in certain
areas that they save rather than spend and that saving is not equaled
by investment. ]

Getting back to the questions of Senator Flanders and Senator
O’Mahoney, we find the important economic problem to reside in
what kind of income flows to these different groups that will maintain
" both incentives, on the one hand, and the buying power, on the other
hand, to keep the economy moving at high levels.

Now, Senator Flanders raised the question of how, with a growing
economy you could, on the one hand, get enough profits to stimulate
a high enough business level and enough buying power to take the
goods off the market. We do not say that the absolute level of profits
should fall. In fact, we say they should increase above the 1948
level. We say the level of buying should increase. But we say that
with regard to the question Senator Flanders raised about sources of
financing, that you had a very peculiar situation in 1947 and 1948
involving in it the fact that a very large part of the business income
or the profits, or whatever you want to call it, were absorbed in inven-
tory accumulation, which was a phenomenal thing.

You had a shift in the last part of 1949 from an inventory accumu- .
Jation of something like plus 10 billion to minus 1.6 billion, and over the
next few years you will not have anywhere near that amount of funds
involved in that process if we have any kind of stability. Therefore,
a slightly rising level of profits as the economy moves upward will
provide a larger amount of the internal financing than the amount
you have had In the recent past. Weare for that. _

Our only purpose in analyzing the structure of the economy, as to
profits, investment, consumption, 1s to point the way to those who make
the decisions as to how they may, insofar as they agree and insofar
as they perfect it by their own analyses, better solve this problem
of balance. We do think that the way the business system operated
in the face of the recession in 1949 was much better than the way 1t
operated in 1920, in many respects. Also, that this had a great deal
to do with shortening and circumscribing the extent of the recession.
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Senator Tarr. It had something to do with it. It is hard to
measure the proportion.

Mr. Keyseruing. Therefore, since that was the consequence of eco-
nomic analysis and economic study and popularization and gradual
acceptance, there may be more gains in the same direction through this
type of enterprise. We get a little more specific than that. We do try
to chart out the broad outlines of investment and consumption pat-
terns that we think will have to develop for a $300,000,000,000 output.

Senator Tarr, I think you are shooting high because I think you
have 12 or 13 billion in the present thing that does not belong there.
Consequently, I think you are moving up, I think you have to replace
that, and that is a more difficult job than just to go forward. . That is
why I suggest the 300 billion is really going to be a- very difficult goal
to reach.

T have one other point. 'What seems to increase your total produc-
tion is new things and people learning to like things they have not
had before. In Cincinnati we have just had a tremendous boom in
television. They moved in the coaxial cable in October; they have
three television stations; and they sold, I think 10,000 sets in Cincin-
nati alone in November, and I have not seen the December figures.

But here were a lot of people sold something they had never had or
wanted before. They found the money somewhere to get it. Maybe
they borrowed it. At any rate, you have increased permanently the
production of television sets, it seems to me, and the whole television
industry is built up. You have a new net addition to the whole na-
tional economy. '

" Now, it is that kind of thing we need, it seems to me. The automo-
bile industry came in and certainly was a tremendous factor in a big
increase in total production in this country. It does seem to me there
ought to be more emphasis on how can we persuade people who have
not wanted something to want it, how can we persuade people to want
new things? That is the point I was trying to emphasize—the em:
phasis in the past reports of the Council have been rather on the
increase of consumer income. I am not at all sure that is the key to
it. I think the key is getting them to buy the stuff somehow and
increase consumer expenditures. .

The CrarMAN. Do you mean there ought to be something done to
stimulate more spending by individuals? )

Senator Tarr. I think that is the only way you are going to in-
crease; if you are going to take up the buying power of $4,000,000,000
of stuff abroad, if you are going to take up the buying of $4,000,000,000
excess Government stuff—perhaps they duplicate each other—if you
are going to take up this increase in consumer credit, the only way I
know of 1s to get people to buy the stuff themselves.

The Crairman. If they do not have the income to buy, they can-
not buy.

Senator Tart. That is true, but somehow they seem to be able to
buy them. You go through the workingmen’s districts, and there you
see television sets in houses everywhere, in homes of people who prob-
ably did not save a cent last year, but there they are.

The Cmamman. It is like going by any construction project in
Washington or any big city. You find hundreds of motorcars driven
there by the workmen on the job. In other words, it is their capacity
to use theiy income to buy these things that the industry produces that
keeps the wheels of the economy running. '
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Senator Tarr. It seems to be the stimulation of activity. The thing

that adds net headway is the fact that a man invents something and
puts people to work and sells those things to somebody. Whether you
have income to buy it, that is another question, but that seems to be the
way you make net headway in the United States, through more pro-
duction and more selling of that production.
" The Cramman. I should like to ask the members of the Council,
Dr. Keyserling and Dr. Clark, whether it would be agreeable to you
if we would suggest to the members of the committee that they put in
‘writing any questions they may desire to ask about the report or the
review and then have those questions gathered together by the staff
and submitted to you as one questionnaire for your consideration and
answer.

Mr. KeyseruiNG. Any procedure that is helpful to the committee is
agreeable to us. /

The CHaIRMAN. We have been here now for more than 2 hours and
we have not even begun to cover the report. It occurs to me that we
might gain a much better understanding of the report if that were
done. If you have no objection to it, I am going to suggest it to the
members of the committee.

Mr. Kryserivg., In addition to that, Mr. Chairman, we would
certainly like it, when you members of the committee are not so pressed,
to really have more time to sit around the table with members of the
committee and exchange views as to what we are trying to do, maybe
shape some parts of our program to the things the committee thinks
are important, because we are all working on this together.

The CrairmaN. I should like very much to have you give us a sum-
mary of the manner in which you go about gathering your informa-
tion, of conferences with representatives of business and representa-
tives of government, so that the committee as a whole will know how
you gather your basic information. It is my understanding you have
done that ever since the Council was established and that you do not
pull these reports out of a hat like a magician. ,

Mr. KeyserLinG. We have regular meetings with the various groups,
and sometime we would like to tell the committee about the increasing
interest they are showing in that and some of the new modes and
ideas we have for working a good deal more closely and more specifi-
cally with some of the groups. They are very much interested in it.
© Mr. CLark. May I answer a couple of your questions, Senator Taft?

Senator Tarr. They are just theories.
~ Mr. Crarx. May I say that your view is exactly the same as mine.
I am sorry Senator Flanders has left, because he is in the machine-
tool business, and ¥ think that there we have a very fine example of
the fact that what we need is salesmanship. In my own estimate of
the future, I rely very much upon the prospective continuance on an
even larger basis of the reequipping of American industry with modern
tools and that the machine-tool industry has not done a very good
- job. Mr. Terborgh, I think, agrees with that and he has written a
book on the subject. He is secretary of the asscciation. They have
not done a very good job in bringing about the medernization of the
industrial plant. There is a tremendous field for new capital invest-
ment there and for the employment of people.

" The second area where I look to see a very large extension of in-
vestment, although it-is now running at record rates, is dn housing
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and in the modernization of homes. I think we have way under-
estimated the desire of American families for better housing accom-
modations and that all of them, to the extent their financial ability
will permit, are eager to improve their living accommodations and
the household equipment that lightens the work of the housewife.

Those are two places I look to.

Senator Tarr. I agree fully in housing. Nearly everybody could-
use a somewhat larger house and would use it if they could get it.

Mr. CLark. Not so much a larger house, but a better house. There
are so many things that improve living conditions that involve new
expenditure on housing.

Senator Tarr. I am only commenting in theory. .

Mr. Berquist. You have stated that most can be done on the per-
sonal-income side rather than the price side in~the moving of goods.

Mr. Keyseruixe. That is a debated question among economists and
others. Yes; we do say, broadly speaking, that our kind of economy
is not able to absorb the increasing labor force, the new investments,
on a generally declining price level, because a generally declining price
level creates maladjustments, fear, and so forth. ‘

Mr. Berquist. The pattern since the war of round after round of
wage increases results in inequities not necessarily in accord with the
increased rate of productivity. Often it may go a long way toward
pricing goods out of a market. It is true in coal, where substitutes
are taking the place of coal.

Mr. Keyseruing. We are advocating income changes based upon re-
lationship to productivity.

Mr. Bereuist. Have you stressed that in your report, that they
ought to be related to that rather than 15 or 20 percent, or 10 percent,
or anything like that, in the way of increase in wages?

Mr. Keyserune. Very definitely.

The CrarMaN. We are very, very appreciative of your presenta-
tion here. this morning, sorry only that it seems to be utterly im-
possible in such a discussion to cover. all of the questions that arise.
It you have no objection, I shall suggest to the members of the com-
miftee the preparation of a list of questions upon which they desire

_information. They will be received by the staff, the questions coordi-
nated, and then sent to you for such answers as you feel at liberty to
ve. ’
gl\Ve are under a tremendous problem of fitting the task to the time
at our disposal.

Senator Tarr. What is the date for our report ?

The CrarryaN. March 1. Tomorrow, Mr. Pace, the Director of -
the Budget, is to appear before the committee, again in executive
session, to tell us about the budget. The first presentation of the
budgetary problem should be to the Appropriations Committee in the
. House—therefore, it was felt that it should not be a public discussion
here. But it does have its place in the study of the economic report,
so Mr. Pace will discuss it with us here tomorrow. Then we will
proceed the following 2 days with a general round-table discussion.

The list of those who have been invited to participate and who have
accepted will be distributed to members of the committee as soon as the
acceptances are all in.

We will recess until 10 o’clock tomorrow.

(Whereupon, at 12:20 p. m., the committee stood in recess until
10 a. m. Wednesday, January 18, 1950.)



COMMENT BY THE COUNCIL OF ECONOMIC ADVISERS

. ON QUESTIONS SUBMITTED BY THE JOINT COMMITTEE
ON THE ECONOMIC REPORT RELATIVE TO-THE PRESI-
DENT'S ECONOMIC REPORT AND THE COUN CIL’S
ANNUAL ECONOMIC REVIEW

A. GENERAL QUESTIONS

I. THE ECONOMIC OUTLOOK—SHORT-RUN

Question 1
The optimistic outlook for the first half of this year is based mainly
on the expected effect of the veterans’ national life insurance dividend
payment (p. 69). This is clearly a temporary factor. What is the
basis for your optimism for middle and longer run? How is this
optimism reconciled with the statements that business expenditures
" for plant and equipment are declining, that there is a possibility of
decline in residential construction and in automobile sales (p. 1) ¢

Question b ‘

In view of consistent declines during 1949 in G. N. P. and many of

its components, what specific factors in the situation for 1950 consti-
tute elements of strength? Of weakness? On net balance, what is
the probable trend?
. Comment.—The Council’s optimistic view of the economic outlook
" for the first half of this year was not based mainly upon the payment
of the veterans’ dividend but rather upon the strength of basic fac-
tors. The coal strike now changes the outlook. Specific favorable
conditions listed in the Annual Economic Review (p. 69) are (1)
the slackening in the rate of liquidation of inventories; (2) the
large rate of construction contracts currently let which insure a
high rate of activity for the coming months; (3) the continuing
high demand for automobiles; (4) the high rate of consumer dis-
posable income, even though down somewhat from its peak level;
and (5) the estimated increase in cash payments by Federal,
State, and local governments amounting to between 4 and 4%
billion dollars, of which 2.6 billion represents the veterans’ insurance
dividend to be disbursed mainly in thé first half of 1950. Offsetting
these factors to some extent is the decline in business investment,
which, however, still continues at high levels. The increase in Gov-
ernment expenditures was the only factor for which the Council is
able to give a definite estimate of approximate magnitude. This does
not make any less real the significance of the other factors. The par-
ticular importance of the veterans’ dividend lies in the fact that a large
part of it will be paid in the early months of 1950 and will counter-
balance the deflationary effect of the Treasury surplus accumulated in
. the first quarter.

With respect to the middle and longer run, the Annual Economic
Review discussed (p. 71) the question of whether the factors of

35
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strength noted at the beginning of 1950 will prove to be temporary
and will not be replaced by other additional sources of demand. It
was pointed out that the markets for automobiles may not continue at
present levels if present prices are maintained ; that rental construc-
tion, although very strong, is still mainly geared to the limited higher-
rental market; that the diminution of the foreign aid program,
together with the devaluation of foreign currencies, may not be offset
by an increase in foreign investment; and that the present declinin
trend in business investment, if continued, could act as a downwar.
drag on the level of economic activity. Hence, there are many who
foresee a moderate business decline in the latter part of 1950. The
Council stated that—

This could happen, but it is not necessary. The Council believes that affirma-
tive action can and should be taken by business and government to prevent
it from happening.

It is, of course, difficult to specify how long the momentum of the
factors of strength discernible at the beginning of 1950 will continue.
But if any weakening develops affirmative measures can counteract
it. Thus, if residential construction at present price and rental levels
should begin to weaken, a shift to production of lower-cost projects
can maintain the level of output. The housing shortage still con-
tinues acute, particularly for the middle and lower-income groups.
The Government has proposed a program to stimulate the construc-
tion of housing for these groups. The industry, including the build-
ing-material industry, can take action to make available lower-cost
housing. It made one such adjustment in 1948.

In the case of automobiles, any slackening in demand at present
prices can be offset to some extent by the industry’s price policy.
Since present prices of automobiles are at, or close to, peak levels and -
since profits are high, there is ample elbow room for price reductions.

Business investment presents the most difficult problem of all.
Different surveys agree that the field for modernization is tremendous.
If business takes the long view of the growth of the economy and the
size of the potential market, there appears no reason for business
investment to continue declining. The fact that consumer markets
continue at or close to peak levels should reinforce the longer view
of the potential size of tﬁe-market. _

Looking tothe longer run, a stable or somewhat rising level of busi-
ness investment coupled with price and wage policies which con-
tinually add to the purchasing power of the community will keep our
economy growing. Whether 1n fact this will occur cannot be deter-
mined. But, if business acts in accord with its long-run interest, it
should occur.

The recommendations for a Government program which the Coun-
cil made assumes that there is’a reasonable opportunity that such de-
mand-strengthening adjustments will be made by the market. If it
develops that such is not the case, the Council will make further
recommendations for Government programs which will serve to
strengthen demand.

Question 2

The Council’s Review states that the level of activity in 1949 was not
satisfactory and that we need 2,000,000 additional job opportunities
and a 7 percent increase in production (p. 80). The President’s Re-
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port states, “we should strive to reduce unemployment from 315 mil-

* lion to 2 million or 214 million at most” (p. 7). What is the maximum
percentage of unemployment of the labor force which is compatible
with the maximum employment objective and which can be reasonably
attained without resulting in a continuing inflation of prices?

Comment.—One specific requirement of the Employment Act of
1946 is that a determination be made of the “needed levels” of em-
ployment. If the objectives of the act are to be achieved in the field
of employment, there must be “afforded useful employment oppor-
tunities, including self-employment, for those able, willing, and seek-
ing to work.” Standing alone, this might imply a goal of complete,
100-percent employment for the total labor force. But, since some
frictional unemployment in a free and dynamic economy where there
must be frequent job changes is necessary, the employment level that
represents “maximum” employment is clearly somewhat below this
100-percent level.

On various occasions the Economic Reports of the President and
the Economic Reviews by the Council have defined quantitatively
what constitutes “maximum employment.” When the level of unem-
ployment was somewhat below 2 million, it was stated that this was
consistent with “maximum employment.” The reports of January
1950 set a target for that year of 61 million jobs, with unemployment
“not in excess of 2 or 214 milliort. We do not attempt to set the standard
within a narrower range. If unemployment is not below 2 million, we
do not believe the labor market will be tight enough to produce general
difficulties in labor supply. If unemployment does not rise above 215

“million, we do not believe positive Government action to bring about
a reduction in unemployment will be called for, even though our effort
should continue to be to create conditions under which more jobs will
be available. o :

We do not agree with those economists or others who maintain that
a considerably higher level of unemployment would better serve the
interests of the economy, and on many occasions we have developed
at length our reasons for dissent from this viewpoint. In the first
place, employment of those able and willing to work is just as im-
portant an economic objective in itself as other economic objectives,
and no telling case can be made that the sacrifice of this economic objec-
tive would result in other gains that would more than outweigh it.
The contrary seems to us to be the case. For example, there 1s no
support in experience for the view that a somewhat higher level of
unemployment contributes toward a more stable economy. There is no
way of demonstrating that, with 4,000,000 unemployed, for example,
further unemployment is not just as likely to result as when there are
2,000,000 unemployed.

It is sometimes argued that a level of employment as high and a
level of unemployment as low as those involved in the objectives set
by the Council create inflationary problems. However, there are
many factors other than unemployment levels which play a major
part in determining whether a situation is inflationary or deﬂationar?'.
In 1929, unemployment was at a level of 1.5 million, representing only
3 percent of the labor force, but prices declined. .

In 1948, very high employment and very low unemployment were
accompanied by inflationary developments. But the main danger in
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these inflationary developments, as repeatedly stressed by the Council,
was that relationships in the price-income-cost structure were being
developed which produced maladjustments which in turn threatened
a downturn of employment and production. In a. period of high
prosperity, ways must be found to remove or reduce these maladjust-
ments without reducing employment or production. This is the real
task of stabilizing prosperity, rather than to attempt to get rid of
inflation by voluntarily surrendering the prosperity which inflation
jeopardizes. :

In fact, the central task of achieving the purposes of the Employ-
ment Act may be defined as maintaining maximum employment and
production without inflation. Only by facing this problem directly
can the purposes of the Employment Act be achieved. The removal
of inflationary dangers by reducing employment or production creates
even greater dangers and cannot be regarded as a satisfactory solution.

During the inflationary period, great stress was placed upon achiev-
ing more production as a partial remedy, and this would certainly not
be consistent with trying at the same time to reduce inflationary pres-
sures by reducing employment, which would mean less production.
The problem during a period of prosperity is to achieve a balanced
relationship between investment and consumption expenditures so
that further absorption of a growing labor force and further utiliza-
tion of improved technology may result. This is the meaning of
stability and growth, and there is no sizable evidence that a reduction
of employment in.itself promotes better balance within the economy
or in itself creates a surer foundation for either stability or growth.

Question 3
The President states in the Economic Report (p. 2) :
Additional steps should now be taken to complete the process of recovery.

We must not again make the mistake of failing to adopt affirmative policies
necessary for continued economic stability and growth.

The Council’s Review stated (p. 71):

The Council believes that affirmative action can and should be taken by busi-
ness and Government to prevent a moderate business decline in the latter part
of 1950.

What precisely are the appropriate activities recommended for (a)
business, and (b) Government?

Question

Using the list on page 16 as a check list, would you explain which
of these recommendations is designed to lift production by 7 percent
above the level of 19497

Comment.—Basically, major reliance at this time is placed upon the-
forces of the market to produce the needed increase in employment
and production. The President’s current Economic Report and the
Council’s Annual Review emphasize the decisive role which business
decisions with respect to investment and price and wage policies can
play in bringing about the necessary expansion. As the President
says (p. 10 of the Economic Report) :
The enterprise and imagination of private businessmen will be a crucial factor
in achieving the upward growth of which our economy is capable.

The Préesident’s Economic Report and the Council’s Review point
out the way in which business could aid in promoting the further
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process of recovery. For instance, the President says in the Economic
Report, page 7: -

Businessmen should base their investment policies on confidence in growth,
shape their price policies to the needs of larger markets, and proceed with vigor
-and ingenuity to develop new and better products of all kinds.

The same thought is dealt with at greater length on page 73 under
No. (2) of the Council’s Review. On page 86 and following pages
of the Review, the section under the heading “High business invest-
ment needs” deals in some detail with the opportunities for business
investment over the next few years.

Both documents also emphasize the role that a proper price and
wage policy can play in supporting economic expansion. While the
reports emphasize that prices in general seem to be at or near a stable
level consistent with expansion of business activities, they also em-
phasize the fact that “in some outstanding areas price cuts are feasible
and needed to maintain and expand sales” (p. 9). (For further
detail see comments under question 1-1.)

Government policies are designed to give support to the economic
forces of expansion. “Federal programs for resource development,
transportation, education, and health are just beginning to adjust to
the needs of an expanding national economy” (p. 12, President’s
Economic Report). The Economic Review again analyzes in greater
detail (p. 112 £.) how each of these policies contributes to economic
expansion. These policies, it is true, are largely long-run policies
rather than policies which will have their full impact during the next
fow months. It is believed, however, that policies which assure ex-
pansion over the years are the best support which can be given to
business confidence, and thereby to the continuance of high business
investment at the present time.” Besides, using the checklist on page
16 of the Economic Report, a number of policy recommendations
are made to strengthen business investment immediately and thereby
directly contribute to business expansion:

1. Make some revision in the tax structure to reduce present in-
equities, stimulate business activity, and yield a moderate amount
of net additional revenue. ] ‘

In the President’s tax message of January 23, this general recom-
mendation has been implemented by proposing some reduction in
excise taxes, a more liberal carry-over of losses, and some reduction
iisn the rates applicable to corporate -income between $25,000 and

50,000.

9, Enact a new program to stimulate private inwestment in housing
for middle-income families. .

3. Substantially increase the maximum maturity period for busi-
ness loans made by the Reconstruction Finance Corporation.

In addition, the ¢heck list includes measures to stimulate private for-
eign investment. The main purpose is to aid foreign countries, but
foreign investments will also contribute indirectly to the expansion of
domestic business.

The President also refers to studies of “new devices for encouraging
private financial institutions to furnish equity capital to.small and
medium-sized concerns” (p. 10, Economic Report). He hopes that
recommendations will be made to the Congress on this subject during
the present session. - :
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Whether the recommendations in support of long-range growth
and for immediate adjustments will be sufficient to reach the targets
conly the future can tell. The reports present only “some of the
measures which are significant for economic growth and stability
under current and foreseeable circumstances. This treatment does
not attempt to be all-inclusive” (p. 99). The Council continues by
saying that other measures “may need to be developed if deficiencies
in market adjustments unfold.” In other words, the economic target
is such that there is reason to hope that the forces of the market,
supported by the programs that have been mentioned, will bring us
within reach of our objectives. If they-do not, obviously additional
recommendations will be needed.

II. THE ECONOMIC OUTLOOK AND PROGRAM—LONG-TERM

Question 1

If it is recommended that business engage in a continued high and
rising volume of business investment, the question might be asked:
Are you sure that overinvestment or malinvestment, that is, additions
to capital stock that exceed consumers’ ability to buy have not already
occurred? How do you know? Are you not afraid that such an
extended investment boom may result in an even sharper contraction
later on? -

Comment.—The reference to “consumers’ ability to buy” in the first
part of the question is presumably to be interpreted as ability to buy
under conditions of high-level employment. Serious unemployment
in the labor force is, of course, associated with unemployment of pro-
ductive facilities, and the presence of idle capacity.

- As stated on page 86 of the Council’s Review, we believe that pro-
ductive capacity as a whole—with some exceptions—has been brought
into a “fairly workable relationship with requirements for a maximum
employment economy.” Any margin of unused capacity now existing,
over and above the minimum associated even with prosperity in a
progressive economy, would disappear with a return to maximum
- employment conditions. This is an over-all statement, not intended to
apply to each individual industry, area, or concern. Some types of
capacity would be short even now under maximum employment con-
ditions. Continued expansion of the economy, under maximum em-
ployment, ‘would call for fairly general further expansion of pro-
ductive capacity. ] :

These statements®can be supported by a considerable volume of evi-
dence. In manufacturing, for example, surveys by the McGraw-Hill

Co. indicate that total capacity now may be 50 to 60 percent higher than
prewar, while output had already risen substantially more by 1948.
During the first 3 years after the war, these surveys indicate that
manufacturing capacity rose faster than production; but this is ap-
parently no longer the case. In 1950, according to the same survey,
manufacturers on the average expect to expand capacity only about
3 percent—i. e., at less than the annual average growth rate of manu-
facturing output according to historical trends. It would not appear,
then, that current outlays for capacity expansion are excessive in rela-
tion to the long-run growth of the economy. The continued high
volume of plant and equipment outlays during the past year or two
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has been sustained in part by devoting a larger part of those outlays.
to replacement and modernization rather than simple expansion.

Scattered evidence on many specific industries supports the view
that manufacturing capacity was generally somewhat tight at the
end of 1948 and is not excessive now. For a few important industries
which regularly report utilization ratios, the latest available data
from various Government and private sources are summarized below :

Percentage utilization of
capacity

Industry
Latest available] Corresponding
month (1949) | month in 1948

Paperboard ... e ameemecemmmemememmamaneeoes 183 84
Cotton spinning- - 1125 104
Cement......... 178 84
Qilrefining_. .. __.____.__.. 284 97
€] - - o e e mm—mmmemmmeamesma=m—mmemesmasme—e—meo= 195 98
! December.
2 November.

Public-utility capacity has not yet fully overtaken demand. The
reserve capacity margins of electric and gas utilities in most parts of -
the country are below those indicated as normal by past experience in

. prosperous peacetime periods or by future expansion plans in relation
to expected loads. It is reported also that there is still a large back-
-10% of requests for new or additional telephone installations.

ailroad rolling stock and motive power are not in excess of the
demand under conditions of high-level employment of the present labor.
force. Hardly more than a year ago there was still a net shortage of
freight cars; and the number of freight cars today is not significantly
greater now than it was then. N

In commercial structures, there is no evidence of general overbuild-
ing. Occupancy ratios are in fact unusually high (98 percent as of
October 1, 1949, as compared with 99 percent a year earlier and 88
percent in 1929). Hotels likewise show a high average occupancy
ratio (80 percent in November 1949, as compared with 84 percent a year

~earlier and 64 percent in 1940). For housing there are no recent occu-

_pancy data, but the scattered information available reinforces the

generally unchallenged view that housing is still none too plentiful.

The second part of the question suggests that “an extended invest-
ment boom may result in an even sharper contraction later on.”

The projections of future plant and equipment outlays included in
the total investment figure shown on page 85 of the Council’s Economic
Review, as noted on page 86, reflect a reasonably consistent historical -
relationship between such outlays and the growth of buying power.
‘We feel that they are adequate to keep up with, but not run ahead of,
the growth of related sectors of the economy. Although appropriate
for sustained high-level business activity, they should not be referred to
as boom levels of investment with any implication of similarity to
the sporadic investment booms of our past history. In keeping with
figures published in part III of the Council’s Economic Review, non-
farm plant and equipment outlays as projected for a future $300,000,-
000,000 to $310,000,000,000 economy would run about $20,000,000,000
t0 $24,000,000,000 at present prices. This range embraces the 1949 level
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but is higher than current surveys anticipate for ]9:)0 Asa percentage
of gross national product (7 to 8 percent), it is slightly below the
proportion prevailing through the prosperous years of the 1920’s.

. The most rapid increase in business investment considered in the
Economic Review is in private housing. Further dlscussmn of this
topic will be found in the answers to questlon I1-4.

Question 2

While many commentators praise the Council for providing a longer
range perspective for our immediate problems, others severely criti-
cize the $300,000,000,000 figure. They point out that part of the in-
crease in national income would have to be provided by inflationary
‘wage increases and such inflationary rise in national income would have
to be paid by the people with relatively fixed incomes. What assump-
tions with respect to prices and wages have you made in your $300,000,-
000,000 projections?

Comment.—In projecting a growth in the economy to a $300,000,-
000,000 level of output by 1954, no change in the over-all price level
from 1949 was assumed. Relative price adjustments were assumed
to be small.

. Theincrease from a $260,000,000,000 gross national output to a gross

national output exceeding $300,000,000,000 arises mainly from the
steady rise in productivity and to a lesser extent from a growth in the
labor force. It was assumed in the Economic Report that the rise -
in general productivity would be mainly reflected in an increase in
personal incomes rather than in a decrease in prices. Such wage in-
creases in accord with productivity increases cannot be regarded as
inflationary, and with the assumed general stability in the price level
no additional burden would be 1mposed on people with relatively
fixed incomes. Some of the policy problems involved in economic
growth with stable prices are discussed in the answers to questions
TIT-1 and TTI-2.

Question 3 _
" The Council’s Review states, as it also did last year, that consumer
buying must increase at a more rapid rate than the growth in business
investment over the next 5 years (p. 85). Do you regard additional
consumer buying as generated by additional investments? If not,
why and how in your opinion can the rate of consumption be increased
enough to safeguard high and steady levels of private capital invest-
ments? Has production capacity been brought into a fairly workable
1e1at10nsh1p with requirements for a maximum employment economy
(p-67)?7 How do you know?

Comment.—The questions relating to adequacy of productive capac-
ity are answered under question IT-1

Increased investment outlays by business are one of several ways in
which added consumer purchasing power may be provided. As sug-
eested in the question, the Council does not feel that this source alone
is likely to be adequate, and contemplates a somewhat more rapid rise
in consumer income and spending than in business investment as a
desirable transition development over the next few years. Any of the
following adjustments could lead to a rise in consumer spending rela-
tive to business investment. : _

1: An'increase in the proportion of consumer income spent.
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2. An increase in the proportion of Government expenditures made
in the form of transfer payments to individuals.

3. Reduction in tax rates on individual income.

4. An increase in the proportion of business profits distributed.

The pattern outlined in the Council’s Review involves the first two
of these adjustments, and probably in the long run the third and
fourth as well.

‘An over-all increase in the ratio of consumer spending to disposable
income does not necessarily involve any shift in the savings behavior
of any income group. But, as noted in the Council’s Review, page 98:
the proportion of saving to income decreases at the lower ends of the income
structure. [See also pp. 46-47.] As the national income grows, a trend toward
relatively greater increases in income for families in the lowest brackets of the
income structure would therefore give an exira stimulus to demand for con-
sumption goods.

Thus greater relative gains by those groups who at present share least in the
benefits of our economy not only serve fair social objectives, but also tend to im-
prove the balance in the relationship between intended saving and intended
investment. Such a development contributes to the stability and growth of the
whole economy, and thus is beneficial to all groups, in the long run.

The second factor (increased relative importance of transfer pay-
ments in Government expenditures) follows from the expansiun of
cocial security on the basis of present and proposed programs.

In regard to the third factor mentioned (tax reduction on individual
incomes), the Review (p. 86) indicates that Government expenditures
would be somewhat smaller relative to national product in 4 maximum-
production economy a few years hence, thus offering the opportunity
Yor some reduction in tax rates by that time with a budget balance.
However, the current budgetary situation and the immediate economic
outlook do not make this the time for general tax reductions.

The fourth factor mentioned above (a possible increase in the pro-
portion of business profits distributed) is discussed on page 90 of the
Council’s Review. ,

The whole question of the flow of purchasing power during the
process of economic adjustment in the next few years is too compre-
hensive to explore here as fully as it was developed in the January
1950 Annual Economic Review. We should welcome an opportunity
for full informal discussion of this subject with the committee.

Question 4 :

The largest increase between now and 1954 is that projected for
private investment in residential housing and related improvement, an
increase, to wit, from the 9 to 10 billion dollar present annual rate to
12 to 14 billion dollars (p. 93). Do you believe that the recommended
improvements in private construction techniques plus the effects of
present legislation and the recommendations for a middle-income hous-
ing program will lift residential construction by 20 to 40 percent above
‘present levels? What is the public housing goal for 1950%

Comment—The largest market for housing lies in the needs of the
Jower and middle income families. The research and slum clearance
programs envisioned in titles 1 and 4 of the Housing Act of 1949 will
‘make possible the replacement or elimination of over half a million sub-
standard units a year. These programs also wi]l make it possible for
Jower and middle income families to afford better housing thereby
‘adding further to the market for corporations or individuals produc-
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ing good housing. Making it possible, to tap the mass market will
obviously create a huge new demand for capital investment.

~ As a result of amendments to the Housing Act which were adopted
by the Congress in 1949, the Government is now in a better position
than ever before to aid private industry to improve its construction
techniques. Private industry is more than ever aware of the need for
Improving its techniques, and is doing more than ever before in this
direction. These developments should result in further cuts in housing
costs, and therefore in further expanding the housing market. If the
recommendations for a middle-income housing program are adopted
promptly and administered liberally, private investment in “residen-
 tial housing and related improvement” should under conditions of full
employment average at least 12 to 14 billion dollars a year in the near
future, as suggested on page 93 of the Economic Report.

The public housing goal for calendar 1950 is 85,000 new units to be
put under construction by all governmental agencies with or without
Federal assistance. This1s only about 63 percent of the annual average
of 135,000 public housing units for which Federal assistance has been
authorized by the Congress.

It should be stressed that there is a distinction between a forecast
and an objective or target. The Council has not forecast the high levels
of investment in housing involved in the above figures. There 1s grave .
danger that these high levels may not eventuate, But if they do not
eventuate, the task of maintaining maximum employment and pro-
duction throughout the economy will be rendered a great deal more
difficult. The Council has identified needed levels of investment in
housing as one of the important components of the total levels of in-
vestment needed for maximum employment and production through-
out the economy. Hard efforts, including new programs, will be needed
to achieve this level of housing investment, and the outcome is by
110 means certain. :

There has been a good deal of confusion resulting from the fact
that many people have assumed that the Council was making a fore-
cast when in fact it was fulfilling its obligation under the Employment
Act to define needed levels and how they may be achieved. The func-
tion of national economic policy is not just to forecast what seems
likely to happen automatically, but rather to define what course of
cconomic developments will contribute most toward maximum em-
ployment, production and purchasing power, and then to propose such
private and public programs of action as will facilitate these ends
while maintaining our basic system of free, competitive enterprise.

Question 6
The Council’s Review states (p. 68) :

While many producers are unwilling to reduce prices, preferring to reduce output
and employment even in this respect there has been progress toward a long-range
point of view.
What evidence can you cite (outside of agriculture) ¢ TIs it true in
steel today as compared with 19212 Other building materials?
Comment—The behavior of business with respect to the mainte-
nance of output through price reductions, it appears to us, cannot be
tested by comparing the degree of price decline which took place in
1949 with the degree of price decline in previous periods of generally
falling demand, e. g., 1920-21; 1929-33, 1937-38. Thus, a sharp and
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precipitous decline in prices such as took place after World War I,
through its unfavorable effect on anticipations, had the highly un-
favorable consequence of making more drastic the decline in employ-
ment and production. The test, we believe, must be rather in terms of
the situation which prevails at the time price reductions are called
for. The decline in industrial wholesale prices during the first half
of 1949 was moderate, amounting to 5 percent, and took place in orderly
fashion. It, however, took place over a broad area of the economy.

The effect of these price declines was undoubtedly to stimulate to
some extent renewed business buying. In the case of consumer buy-
ing, consumer expenditures were maintained at a stable rate through-
out the year in dollar terms. Consumer buying was in fact stimulated
by the effect of the price reductions and aggressive sales promotions
of retailers. ,

Throughout 1949, there were repeated statements by businessmen
which indicated that they were keenly aware of the need for shaping
their price policies in terms of stimulating demand and a great con-
sciousness of the need for reducing costs to facilitate such price reduc-
tions. The fact that the business decline in the first half of 1949
was arrested can be attributed in some degree to the effect of the price
reductions. o

The price reductions which took place did not, it is true, restore
maximurm employment, production, and purchasing power. The fluc-
tuations in our economy, particularly those resulting from the flow
of investment, are determined by a whole complex of factors of which
price is only one factor.

There is, of course, an inherent dilemma in the dynamics of price
reductions. On the one hand, the effect of a reduction in prices is to
increase the buying power of money. On the other hand, it can
create unfavorable anticipations which outweigh the favorable effects
of the cut in prices in the short run. Had the decline in prices dur-
ing the first half of 1949 been more drastic, it might have precipitated
a much more serious decline. ILooking to the longer run, the Council
takes the position that whatever adjustments are called for in the
price and income relationship should generally take theé form of in-
creases in income in response to increases in productivity rather than
of further general reductions in prices, which would make difficult the
course of business progress and perhaps cause recession.

Price reductions in some major areas are needed nonetheless. Steel
is clearly one area where price reductions will be necessary. Steel
prices, unlike most other prices, were very stable during the decline
m the first half of 1949 even though steel output declined very sub-
stantially. Since then, the steel industry has raised prices. The steel
industry, in our opinion, would qualify as one of the industries where
producers preferred to reduce output and employment rather than re-
duce prices. Of course, the magnitude of the reduction in steel prices
which would have been called for would not be of the drastic order of
the fall in steel prices in 1921. ' .

The picture with respect to building materials other than steel 1s
mixed. Some building materials are much lower than they were a year
earlier, notably paint and paint materials, and some grades of lumber.
On the other hand, brick and tile, and cement are higher than they were
a year earlier. The building materials where prices have been firm

01483 —-n0 - 4



46 JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT

or have risen would qualify as areas where reductions in prices will
be necessary in the future in order to maintain output.

Question 6

The Council’s Review states, “There are some prices which are too
high to permit continuance for a long period of the current volume of
sales” (p. 100). Which prices do you have in mind? Do you have a
program for dealing with administered prices?

Comment.—The major areas where we consider prices too high to
permit continuance for a long period of the current volume of sales
are: (1) steel; (2) automobiles; (3) many building materials; and (4)
residential construction. These have been discussed under questions
I-1 and I1T-5. :

The Council has not proposed a program for the administered price
problem but is cooperating with the Judiciary Committee of the House
of Representatives in its Investigation of this and other phases of the
monopoly problem. The President has vigorously supported this in-
vestigation as a necessary procedure to discover the facts upon which a
sound policy may be based. - The Council is also participating in the
work of the President’s Committee on Business and Government
Relations. : ,

Question 7 : )

Does the Council’s objective of a $300,000,000,000 product in 1954
imply a continuing Government deficit in order to reach the goals?

Comment—The Council’s projection of a $300,000,000,000 product
implies that a moderate Treasury surplus should and can be attained
under conditions of maximum employment and production. This
assumption is consistent with the projected targets for personal con-
sumption expenditures and gross private domestic investment outlays
that are presented on page 85 of the Review. This assumption also
takes account of all expenditure programs presently recommended by
the President and allows for moderate contingency expenditures for
future programs. These projections do not assume that special
emergency programs or deficit financing will be needed to maintain a
high level of employment and production.

Question 8.

What actions on the part of the Government are necessary in order
to achieve a wage-price balance conducive to the balance between con-
sumption and investment set forth in the Council’s objectives for 19547

Comment.—Broadly speaking, the Government must keep the—
channels of competition open, promote free collective bargaining, and encourage
expanded opportunities for private initiative. (The Economic Report of the
President, January 1950, p. 7.) .

Specifically, the Council has stated that the current price level is
now within a range where “stability should be feasible at workable
levels” (p. 100). In addition, the Council has stated that “money
wages should increase with productivity trends in the whole economy™
(p- 101). These are guides to the most desirable wage and price de-
velopments.

Obviously, the Government has no authority under the act to require
either employers or unions to accept the above recommendations.
Whether wages and prices are maintained in a workable relation-

'
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ship depends upon countless decisions made by businessmen and union
Jeaders. The Council does, however, state that a—

twofold program is called for. In the first nlace, ihcreasing study of what consti-
tutes a sound wage policy should bring larger conformity to it. because basiecally
both management and labor are propelled by the desire to pursue a reasonable
course. In the second place, we are exploring conference techniques, so that
representatives of management, labor, and agriculture may make further
progress on joint study of the conditions and actions underlying a stable and
growing economy (p. 101). (See also comment on question 2, pt. III, below.)

Question 9.

What is the basis for the productivity figures on chart 15, p. 76 of
the Council’s report? These do not seem consistent with other pre-
viously published productivity series.

Comment.—The productivity estimates appearing in chart 15 of the
Council’s report are estimates of output per man-hour for the economy
as a whole. They were obtained by dividing the gross national prod-
uct in constant dollars by the estimated number of hours worked
throughout the economy during the given year. The increase in
productivity from 1948 to 1949 is indicated by the fact that employ-

- ment dropped relatively more than output.

" Errors in estimating productivity may arise because of faulty esti-
mates of nztional output, imperfect adjustments for the effect of price
changes, errors in the estimate of the average number of workers
employed throughout the year, or errors in estimating the length of
the workweek. However, systematic errors common to successive
years should not invalidate year-to-year comparisons.

Most of the published series regarding productivity relate to seg-
ments of productive activity, manufacturing, mining, or subgroups
of these. However, an estimate of the increase in national income

- per man-hour of 1.8 percent, per year for the period 1850 to 1940 was
published by the Twentieth Century Fund in the volume America’s
Needs and Resources (1947). This is not strictly comparable with
the estimate of 2 to 214 percent increase in output per man-hour pub-
lished by the Council of Economic Advisers in its Annual Economic
TReview, since the latter was an estimate of the increase in grossnational
product per man-hour rather than national income. More important,
however, the Council’s estimates of output per man-hour for the period
following 1919 are based on revised series for national product and
income in current dollars and on what are believed to be improved
methods of deflating the current dollar series.. (The employment esti-

mates are also somewhat different from the Twentieth Century Fund

sstudy, but this probably has less significance.) TFor earlier years the
degree of uncertainty in all estimates is great. However, there does
‘not appear to be a significant change in trend between the period 1890
to 1919 and the period following 1919.

Question 10.

How much will the Government programs cost under the Council’s
‘recommendations? In particular, what leve] of Government expendi-
tures is implied in table 13, page 85, of the report ?

- Comment.—The general nature of the assumptions concerning the
trend of Government expenditures implied in table 13 of the report
~was outlined on page 86, as follows:

Tifth. the estimates contemplate programs in the governmental sector based
-upon the assumption that some programs, such as those for veterans, will decline.
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They assume moderate extension of certain accepted programs, such as soeial
security. upon foundations already established, and also allow for some new
programs in the domestic and international fields. But they do not assume an
intensification of international tensions, which would necessitate a consider-
ably higher level of activity in the Government sector as a whole. By 1954,
this outline of peacetime growth would lead to the Government sector account-
ing for a smaller proportion of the total gross naetional product than im 1949.
[Italics supplied.] .

This statement is based on the consolidated cash budget, and
hence refers to the total of governmental cash payments to the public,
rather than to budget expenditures as shown in the conventional
budget. These projections assume a lower than 1949 ratio of Gov-
ernment outlays to total national output in periods characterized by
maximum productlon, emp]oyment, and pur,chasmg power.

III. NEEDED POLICIES '

Question 1 :

The report suggests that stable price level plus gradual increase in
income is better than a gradual price decline (p. 100). Explain.

Comment.—The Council believes that a generally stable price level -
, and rising incomes is preferable to a falling price level with stable
incomes for the following reasons:-

First, rising incomes and stable price levels are far more stimulat-
ing to business activity and consumer spending than are stable in-
comes and falling price levels. :

Second, stable price levels with rising incomes are preferable to
falling prices and stable incomes on grounds of the impact on Gov-
ernment finance. Falling prices increase the burden of debt. While
some Government costs fall with falling prices, the two major gov-
ernmental expenditures do not—interest on the debt and salaries-of
personnel. On the other hand, if prices remain stable and incomes
rise, Government costs—given constant service—would rise only
slightly as salaries rose, but Government income from constant tax
rates would rise progressively.

Third, in the absence of frequent adjustments in rates of exchange
hetween various currencies in the world, international trade equilib-
rium would be aided by a wage-price policy which resulted in ex-
panding money incomes and demand. If unit labor costs and prices
fall significantly faster in the United States than abroad, our export
surplus and the dollar shortage will tend to increase.

Fourth, increase in money income is the traditional American re-
ward for improved effort, and is an established mark of progress.
Psychologically, and this is of economic significance, the beneficial re-
sults of income gains when fairly earned cannot be set aside in favor
of the more uncertain and in some ways less observable benefits which
might result from general price decreases. )

This problem can be seen in clearest. form in those millions of in-
stances in which labor is remunerated by piece rate and similar forms
of incentive pay. In these cases, an increase in productivity would
require, in order to enforce a proportionate decrease in unit labor
costs, a cutting of the rate of pay. Aside from the adverse psychologi-
cal impact on the worker of this practice, the simple matter of re-
negotiation of new piece rates with each change of productivity would
be a serious complication in the wage picture.
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Fifth, there is the practical consideration that the accepted institu-
tion of collective bargaining provides a specific method whereby em-
ployers and workers may d,eligerate together toward the end of trans-
lating improved productivity into_increased purchasing power in
the form of wage adjustments, while there is no similar machinery
for the systematic translation of improved ?roductivity ‘into lower
prices in view of the widespread existence of * imperfect competition”
or administered prices.

This, of course, does not mean that the only function of collective
bargaining is to grant wage increases. Since wage Increases should
generally be related to productivity, it should also be the function of
collective bargaining between employers and workers, generally speak-
ing, to avoid such wage increases as would be inflationary because
they are not related to productivity ; and it is also the function of such
relationships to move both employers and workers toward broader
understanding of one another’s problems and of the operation of the
economy as a whole. '

Furthermore, the general position which the Council has taken
should not be construed to imply insensitivity toward the problems
of people on fixed incomes. But people on fixed incomes fall into
several classifications. First, there are public employees, such as
teachers, particularly in some of the poorer sections of the country,
whose salaries have fallen far behind increases in the cost of living.
Manifestly, there would be no way without a large depression to bring
the whole price structure down to the point where these people would
‘regain the ground that they have lost; and any such economic calamity
would probably injure them also. The only relief for people in this
category is improvement in their money incomes through broad public
effort. In the second place, there are families of very low income,
not publicly employed, who also earn so little that they cannot pos-
sibly look to changes in the price structure to bring them up to a
satisfactory standard of living. Their progress must come through
a wide range of measures, including improved educational oppor-
tunity and health services, further industrialization in some areas,
better minimum-wage laws, and, above all, private and public poli-
cies designed to promote the stability and growth of the economy as
a whole which will raise the general standard of living particularly in
the lowest portions of the income structure. Where superannuated
people are living on low fixed incomes in the form of inadequate re-
tirement benefits or pensions, -their situation must be dealt with
through the liberalization of social security. There are also numer-
ous people who live on fixed incomes derived from estates, insurance
policies, and so forth. While many of these people have been hurt by
the rise in the cost of living, there is no possible way of readjusting
the whole economy to their particular needs.

Question 2

Explain the reference to “conference techniques, so that represent-
atives of management, labor, and agriculture may make further prog-
ress on joint study of the conditions and actions underlying a stable
and growing economy” (p. 101). This proposal is included in the
section on wages. What role can representatives of agriculture play
in this contest of wage policy?
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Comment—This recommendation is made because of interest dis-
played by management and labor in objective joint study of their
specific problems m the framework of the whole economy, before spe-
cific negotiations make it difficult to consider general issues.

Such conferences would not attempt to work out specific wage agree-
ments or price policies, but would concentrate upon an analysis of the
short- and long-run economic outlook and the kind of developments
that would make the greatest contribution to the stable growth of the
economy. From this analysis it is believed that certain general prin-
ciples could be developed that, while not binding, could serve as guides
to specific voluntary action by units of management and labor. Such
standards or principles could be improved after they had been tested
by experience.

Such conferences should be quite different from the one held in the
autumn of 1945. Discussion of existing labor legislation should have
no place on the agenda. No effort should be made to develop specific
agreements applicable to individual firms or labor unions. Instead,
attention should be concentrated on the role that decisions by manage-
ment and labor should play in the economy to perform their economic
function most effectively. Attention should then be directed to the
over-all developments that appear most desirable in order that the
private segments of the economy make the greatest possible contribu-
tion to the attainment of the goals set forth in the Employment Act of
1946.

Such conferences should not necessarily be undertaken solely or
mainly at the national level. - There is much room for exploration of
these techniques within particular industries, and at local, State, and
regional levels. Nor is 1t necessary that such conferences should al-
ways include representatives of Government or of the “public in-
terest,” even in an advisory capacity. But we do believe that agencies
such as the Council of Economic Advisers can stimulate the thinking
which may lead to such conferences, and that our efforts at objective
economic analysis may provide them with useful materials. We also
believe that our contacts with representative groups of industry, agri-
culture, labor, and consumers make it worth while that we utilize
these contacts to investigate further whether conferences among these
representatives and ourselves on these types of economic questions may
produce useful results.

Agricultural spokesmen should be included in such conferences not
only because the problems discussed relate to national policies which
vitally affect farmers together with all other economic groups, but
also because farm organizations have repeatedly pressed the Council
to sponsor joint meetings of the kind we now propose, and have re-
-cently asked and secured the concurrence of national labor leaders
in renewed requests to us.

Question 3
The Council states that “new and small businesses are at a marked
disadvantage in seeking to obtain equity capital * * * and find

difficulties 1n obtaining long-term loans” (p. 102). What proposals
are being considered for remedying these defects? : ‘
Comment—The three general types of measures which are being
considered to increase the availability of capital to new and small bus-
inesses include making the Reconstruction Finance Corporation’s
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small-business lending program more effective; establishing, under
Government sponsorship, new private investment.institutions to pro-
vide these businesses with venture capital; and making tax changes
which would increase the availability of internal funds to these firms,
and somewhat lessen the risks attendant on investment.

Measures which would increase the effectiveness of the RFC small-
business lending program are mentioned on page 102 of the Annual
Economic Review:

The commendable efforts of the Reconstruction Finance Corporation to miti-
gate the financial problems of small and medinm-sized concerns would be aided
if. the maximum maturity period on loans were increased; and if the agency
could expand its capacity to provide loan applicants with technical assistance,
thereby increasing the effectiveness of its lending operation and improving the
borrowers' ability to repay. Also, more expeditious and less costly means should,
be found to provide very sgmll business concerns with loan assistance.

The basic idea in recommending the extension of the maximum ma-
turity period was to permit the Corporation to extend its assistance
to sound business enterprises which require lengthy periods of develop-
ment before they can produce earnings that will permit amortization
of debt. Such enterprises would have far more success in attracting
equity capital if that part of the basic capital fund for which it had
been necessary to resort to the RFC were known by prospective in-
vestors to be assured for the period of organization, improvement,
and stabilization of the enterprise.

At the present time smaller business concerns seldom have access
to such long-term capital, though it is a common means of financing
large enterprises. Expansion of the RFC’s capacity to provide tech-
nical assistance means that the agency’s field offices would be more
adequately staffed with cost accountants, marketing exg‘erts, and
production advisers, who are prepared to analyze the problems con-
fronting those small concerns requesting assistance. Almost invari-
ably smaller business firms requesting financial assistance are con-
fronted with management problems, and for the program to be most
successful, technical assistance should be combined with the extension
of credit. On the very small-business loans, loans in the under ten
thousand dollar class, where the administrative expenses of providing
such assistance might be prohibitive, various loan insurance schemes
are being studied which would increase the availability of capital and
minimize the need for governmental processing of loan applications.

In his Economic Report the President stated :

New devices for encouraging private financial institutions to furnish equity
capital to small- and medium-sized concerns are being studied in the executive
branch, and I hope to make recommendations to the Congress on this subject
during the present session. '

Work along these lines is now in progress by the Council of Eco-
nomic Advisers and other interested agencies, and recommendations
should be forthcoming soon.

In his recent tax message to the Congress, the President made sev-
eral recommendations to lessen the financial handicaps of small- and
medium-sized concerns and to encourage their expansion. He recom-
mended that the notch rate in the $25,000 to $50,000 bracket be re-
duced ; that concerns making less than $25,000 a year.be .exempted
from a general increase in corporate tax rates; and that the loss
carry-forward provision be extended. Further measures to make the:
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tax structure more favorable to smaller businesses are now being
studied for recommendation when general fiscal and economic condi-
tions permit.

Question 4

Explain the difference between the consolidated cash budget and
the so-called conventional budget as it is mainly used in the budget.
Is the consolidated cash budget as uséd by the Council the same as
the cash budget used by the CED, the Princeton Conference of Uni-
versity Economists, and the Monetary, Credit, and Fiscal Policies
Subcommittee of the Joint Economic Committee?

Comment.—The consolidated cash budget used by the Council is
the same as that used by the groups listed in the question, and also the
same as that used in the budget document itself. (See table 13, p.
A-117 of the 1951 Budget.) The major differences between the con-
solidated cash budget and the conventional budget are as follows:

(a) The consolidated cash budget includes all Government pay-
ments to and receipts from the public, including the payments and
receipts of trust accounts. The conventional budget excludes dis-
bursements by trust accounts.

. () The cash budget presents a consolidated account of all trans-
actions between the Government on the one hand and the public on
the other; it excludes all intragovernmental transactions. The con-
ventional budget includes a number of intragovernmental transac-
tions; for example, a transfer from a budget account to a trust account
may be recorded as a budget expenditure.

(¢) The cash budget presents transactions only on a cash basis,
whereas the conventional budget presents a number of transactions on
a liability basis. The issuance of terminal leave bonds, for example,
was recorded as an expenditure in the conventional budget at the
time the bonds were issued. It was recorded as a cash payment in the
cash budget only at the time the bonds were redeemed.

Question 5. ,

In the farm policy discussion, emphasis is placed on “the more
complex task of combining expansion in some areas with moderate or
drastic contractions in others. New methods are needed for new
times” (p. 109). What sort of new methods, presumably of agricul-
tural policy, have you in mind ? :

Comment—The adjustment of agricultural production to meet the
needs of the war and reconstruction periods was accom}glished chiefly
- through a program of commodity production goals backed up by
positive price incentives. The production goals program itself com-
bined exhortation with information on price-support guaranties and
with education, technical aids, and other specific helps to farmers in
achieving the desired production. ) - ‘

The postwar readjustment requires a correspondingly vigorous, but
also a more selective, effort. Since farmers appear to be much less
responsive to negative than to positive price incentives, price supports
must play a smaller role, and a correspondingly greater burden must
be placed upon other aids and inducements to production shifts.

This is not to say that price supports will be unimportant. They
should cohtribute to a structure of prices that will encourage rather
than discourage needed shifts. In particular, present price support



JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT 53

programs should be modified to provide encouragement to livestock
enterprise in comparison with the staple crops that are in surplus, and,
since the production cycle for livestock is longer than for annual crops,
favorable price relationships need to be assured for several years
ahead. ‘

At present it is necessary to make use of the negative measures of
acreage and marketing restrictions to deal with temporary malad-
justments; for example, keeping the output of feed grains in line with
requirements over the next few years while livestock production is
expanding. But by themselves restrictive measures will not induce
and may indeed even hamper the achievement of needed permanent
shifts in production patterns.

A sound agricultural adjustment policy requires instead a posi-
tive approach. But it involves not so much new programs as the
coordination and intensification of existing programs. Additional
emphasis should be given to credit programs designed to enable farm-
ers to carry out sound plans for shifts 1n production that involve tem-
porary loss of current income. Such additional current cash outlays
by the Government as might be involved in this program would be
substantially self-liquidating.

Farmers making desirable shifts might appropriately be aided also
“through some expansion of payments and other assistance in connec-
tion with conservation practices. In general, the shifts called for in
a sound adjustment program represent socially desirable investments
n conservation of soil and water resources, and society can properly
tontribute to the costs of making these shifts.

Conservation aids will be essential in cases where shifts are to a
less intensive use of land, that will provide lower returns than farmers
are currently realizing from cash crops.

Another problem arises where the needed shifts in production in-
volve a less intensive use of labor. This applies to some areas in
the cotton South. A program for shifting such land from cotton to
livestock or other less intensive use must face up to the problem of
labor displacement that will result. Here the need becomes acute for
a much broader attack upon the problem of low-income farm people,
as indicated in the Review (p. 111) and set forth in detail by the
Secretary of Agriculture in his testimony before your subcommittee
on low incomes.

Along with credit and conservation programs, and additional meas-
ures to help low-income farm people, increased emphasis should like-
wise be given to research and educational activities, to marketing pro-
grams, and to all other measures that can help resolve the problems
involved in production adjustment. Work in all these lines should
be coordinated into an aggressive, positive program.

‘Question 6

The review presents on page 118 a table showing the shelf of
Federal, State, and local public works. Is this shelf sufficient in your
judgment (a) for assuring a normal and smooth program of public
works construction to meet the needs of the Nation, and (b) as a
part of a pre[i';tredness program that may be needed in case of serious
deflation? (P. 118.)

Comment.—(a) As shown in table 16 on page 118 of the Annual
Review, the shelf of Federal, State, and local public works should

[
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be adequate in a general way to assure a reasonably normal and smooth
program to meet the more urgent public works needs of the Nation.
The distribution of advance plans among various programs and in the
various States and localities may not %e perfect for this purpose;
there is always room for improvement in these matters. In addition,
as noted on page 119, advance planning in a broader sense, such as in
the Missouri Basin, should be reviewed and improved. But the
actual project blueprints on hand and in process are probably adequate
in most instances for normal rates of construction.

(b) The shelf represented by this advance planning, in our judg-
ment, is insufficient for preparedness in case of serious deflation. This
is particularly true of planning for urban highways and stream pol-
lution abatement. A larger backlog of plans for urban redevelop-
ment, airports, schools, hospitals, and sewer and water systems would
also be desirable. Certain other programs, such as flood control proj-
ects and multiple-purpose dams and reservoirs, could be expanded in
event of a recession. Their flexibility depends in part upon havin
enough well-engineered plans and specifications that can be translatecgl
as quickly as possible into construction, as well as upon adequate pre-
paratory surveys. A major increase in such programs would require
additional plans, although these slower-moving projects do not have
to be planned in detail very far ahead of construction.

Question 7. , .

The Council’s Review states (p. 121)—

‘Only public and nearly universal social insurance programs can be financed in a
manner adjusted to the over-all needs of the economy.

Explain the difference between the financing of private pension plans
and public social insurance plans. .

Comment.—A governmental social insurance plan has the full tax
and credit resources of the Government behind it, and its obligations
are secured by the continuing pledge of the Government to meet its
.obligations when they come due. A private plan, however, can fully
assure meeting its obligations only to the extent that it accumulates
and sets aside funds for that purpose. A private plan which is not
thus fully “funded”—in an actuarial sense—is secure to the extent
that the guaranteeing company or other agency will continue to exist
and will have revenues and assets sufficient to meet obligations not
covered by accumulated funds. ‘ .

Thus the accamulation of trust funds represents an increase in the
degree of security offered by private plans. Such accumulations do
not increase, the security of Government plans, which are already
backed by the full resources of the Government; but trust funds may
nonetheless be used in some degree for the purpose of distributing
financial costs and levelling them out over a period of years, for
meeting the requirements of equity, or for other purposes.

The Federal Government’s old age and survivors’ insurance plan
was originally conceived as a fully funded pension plan. It was
recognized, however, that the final assurance given the beneficiaries,
current and future, rests in the taxing and credit resources of the
‘Government rather than in the reserve being built up. As long as
the coverage of social insurance was limited, there was good reason
for financing the system exclusively through payments by and for those
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workers who would later be eligible for benefit payments. As cover-
age becomes more universal, increasingly strong arguments can be
made for financing the insurance system in such a way that at a
later time benefit payments may be financed partly by employers’ and
employees’ contributions and partly by a general contribution by the
Government out of other tax revenue, in acknowledgment.of the gen-
eral obligation of the Nation for the security of the aged.” This also
makes it possible gradually to adjust the financing in greater or lesser
measure to a pay-as-you-go basis. As stated in the Council’s Fourth
Annual Report:

The Council strongly favors the national system of social security which in-
volves contributions from employers and from workers on a systematic basis,
and which also involves contributions by Government. This is the best way to
protect people in their old age as a matter of right, and not to leave what may
happen to them later on subject to unforeseeable policy decisions in the future.
Yet our discussion of the social security problem implies that gradual efforts
should be made to improve the contributory system so that at least part of the
contributions would be more nearly on a pay-as-you-go basis. By this, we mean
the gradual development of a closer balance between social security receipts
and payments from year to year.

A pension plan which relies heavily on reserve accumulation neces-
sarily provides for contributions which exceed disbursement in the
early years of the system, and thus can have a deflationary impact
in those years. More purchasing power may be absorbed by the insur-
ance fund than is distributed by payments to beneficiaries or by the
uses to which the accumulated reserves are put. Such a deflationary
potential in our social insurance system was very desirable at the
time of inflationary pressures during the war and postwar period. It
helped to counteract some of the inflationary pressures and contrib-
uted to the Federal cash surplus during the years 1946, 1947, and
1948. '

Growing private pension plans, relying on actuarial reserves, can-
add to the potential deflationary impact of a public social insurance
system based exclusively on pay-roll contributions and reserves.
- While the financing of a large-scale public social insurance plan can
be adjusted to the over-all needs of the economy, private plans are
much less flexible. It is often difficult to change the financing methods
of individual private plans, and it would be virtually impossible to
bring about a coordinated change in a large number of private plans
to meet changing economic circumstances.

IV. PROCEDURAL QUESTIONS

Question 1 :

The first Economic Reports consisted only of a report by the Presi-
dent. In the last few years, in addition to the President’s Economic
Report, there has been published an Annual Review by the Council.
The President’s report is by and large a summary of the analysis and
recommendations presented in the Council’s Review. What are your
reasons for presenting the material in such a division and has it
worked out to your satisfaction?

Comment.—The decision to present the President’s Economic Re-
port separately from the Council’s Annual Economic Review was
determined by the consideration that the President’s Economic Report
should properly be a brief, succinct statement which gave the high-
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lights of the economic situation, the President’s basic approach, a
summary of the analysis, and the President’s recommendations. Be-
cause of its brief character, the President’s Economic Report would
then need to be supplemented by a detailed factual and analytical
review of the economic situation and by an examination of existing

Government programs and requirements for needed policies. This

arrangement has been working satisfactorily since there are many
who are only interested in the summary statement and the President’s
recommendations. Many others, however, wish to obtain a detailed
analysis of the economic situation and economic programs and that
is provided by the Annual Economic Review.

Question 2

Do the various executive agencies cooperate freely with you in the
supply of statistical information? Is there a difficulty resulting from
the fact that sometimes the publication of statistics in the Economic
Report may “scoop” the publications of various departments, such
as the Survey of Current Business or the Federal Reserve Bulletin?

Comment.—The various executive agencies cooperate freely in sup-
plying statistical information. The Employment. Act specifically
states that “the Council shall, to the fullest extent possible, utilize
the services, facilities, and information (including statistical informa-
tion) of other Government agencies, as well as private research agen-
cies, in order that duplication of effort and expense may be avoided”
(sec. 4 (e) (2)). Our methods and procedures of cooperation are
stated in more detail in the answer to the next question. The Council
receives many estimates or statistics as soon as they become available,
before they have been published by the agencies concerned. Some-
times the Council receives early estimates prepared by the agencies on
an incomplete basis, which are published later by the agency in revised
version after more complete data have become available. Ordinarily
such revisions are minor, and the publication of preliminary estimates
by the Council has never resulted 1n any real difficulty. .

The publication of preliminary estimates makes it possible for the
Economic Reports of the President to be closely up to date. As a
matter of fact, the committee will notice that the report which is trans-
mitted to Congress during the first days of January covers, with
preliminary estimates, the period through December of the previous
vear. Correspondingly, the Midyear Economic Report transmitted
early in July covers the first half of the year with preliminary esti-
mates relative to the major aspects of the economy.

The Economic Reports represent the most comprehensive official
statement of the Chief Executive with respect to economic analysis
and progress; they are transmitted to the Congress by the President
in compliance with the statute; they are prepared, as stated in the

letter of transmittal, “with the advice and assistance of the Council of

Economic Advisers, members of the Cabinet, and heads of independent
agencies.” In other words, the Economic Reports are the result of
the processing of the views of all executive agencies concerned with
the various aspects of Government economic programs. All of the
agencies share the responsibility with the Council in preparing ma-
terial for the report under the Employment Act, and of course, no
question of a scoop arises.
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Question 3
Have the various interested agencies an opportunity to criticize
your interpretation of the statistical data? .

Question 4 R

Have the agencies an opportunity to propose policy recommenda-
tions for consideration in the Economic Report? Has a formalized
procedure been developed for the coordination of an economic pro-

am parallel with the procedure for the preparation of the Bugget
of the U. S. Government ?

Comment.—The interested agencies have full opportunity to criti-
cize the Council’s interpretation of the statistical data.

As a part of the Council’s regular operations, the statistical agencies
of the Government are consulted periodically in preparing the Eco-
nomic Indicators. In preparing the preliminary drafts of Economic
Reports the staff of the Council consults the economists and statisti-
cians of the appropriate agencies and benefits fully from their techni-
cal advice and assistance. This includes the review of the adequacy
and accuracy of the statistical measures that are used, and also includes
an appraisal of our interpretation of current and prospective trends.

Some of the statistics are specially processed in the form in which
they are used by the Council for the purpose of presenting an over-all
view of economic developments. This is especially true of the Nation’s
economic budget tabulation which is based on a variety of statistical
data and estimates supplied by the Department of Commerce and the
Budget Bureau. These data require special processing in order to fit
into an internally consistent over-all tabulation of this kind.

The Council cooperates particularly with the Division of Statistical
Standards of the Budget Bureau in correlating statistical sources of
various (Government agencies which pertain to the same or interrelated
economic facts. In its continuing attempt to bring the various statis-
tical resources to bear upon the analysis of the economy as a whole,
the -Council is in a position to see some of the gaps in Government
statistics which need to be filled to provide a more complete picture
of the economy and a more adequate device for determining under-
lying trends. In this effort the Council and the Division of Statistical
Standards also have the help and valuable cooperation of the staff
of the Joint Committee on the Economic Report. One product of this
cooperation was the joint committee’s report on “Statistical Gaps”
which has served as a guide in the effort gradually to improve our
economic statistics. In this constant effort to improve the application
of statistics to economic analysis the Council is benefiting from coop-
eration with the staff of the Joint Committee, the Budget Bureau, and
the various operating agencies. ' '

In the process of preparing material for the Economic Reports the
Council has established an interagency committee of top statistical
experts. This technical committee has worked with the Council staff
actively during the past few months on the analysis and interpretation
of all the statistical data that go into the report. Subcommittees were
particularly active in the interpretation of estimates of current saving
and on the development and interprtation of an index to measure the
‘production of goods and services In the economy as a whole. :

The publication of the Economic Indicators and the inclusion of
a detailed statistical appendix in each of the Economic Reports has

‘
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provided a convenient summary of economic statistics for the use
of professional economists and statisticians outside the Government.
The Council has received from time to time many criticisms and
suggestions from students in universities and in various professional
and technical associations. We are always glad to get comments, sug-
gestions, and criticisms, and to discuss them with the agencies respon-
sible for collecting and publishing basic statistics.

Also with respect to policy recommendations the various agencies
concerned have full opportunity to make proposals of their own and
to comment on proposals made by the Council. This consultation
proceeds both on the informal, technical level and in a more formalized
manner on the Cabinet level. The Council greatly benefits from rec-
ommendations which are usually submitted by November 1 by the
various agencies in response to a special letter from the President
that goes out in September of each year. These recommendations are
made the basis of informal discussions between Council staff and staff
members of the agencies concerned.

In the preparation of policy recommendations a long step forward
has been taken in the development of a procedure that gives all agen-
cles an opportunity to participate in program formulation. The pro-
cedure developed thus far is, however, not formalized to the extent
of that in the preparation of the Budget. ‘

The Council has created an economic policy committee (besides the
economic gnalysis committee referred to in the answer to No. 3 above).
On this committee are represented staff members of the several agen-
cies concerned with various aspects of the economic program. This
committee is primarily concerned with defining the areas in which
interdepartmental work should be focused, with indications of the
interested agencies. Task forces were formed for program areas such
as farm policy, business investment, developmental programs, and
international economic programs. :

Each task force consisted of representatives of the agencies directly
or indirectly interested in the fields, representatives of the Budget
Bureau, and a member of the White House staff, under the chairman-
ship of a staff member of the Council. The members of these task
forces expressed only their personal views and did not commit their
agencies. The work of these task forces formed the basis for the staff
work of the Council in the preparation of material for the Reports.
As soon as drafts were available they were sent to ‘the members of
the policy committee, and were then officially examined by the various
agencies.

As the members of the Council reach the stage where this pre-
liminary work is reshaped into drafts of the Annual Economic Review
and into materials to be considered by the President in connection with
the Economic Report, the members of the Council themselves main-
tain extensive contact with various Cabinet officers and others who
are concerned with various aspects of national economic policy. In
the final stages of work preceding the reporting periods, the members
of the Council meet with these other persons for full discussion of
various important issues. Thus the ultimate reports reflect the bene-
fit to be derived from many minds and much experience, although the
Council must . take ultimate responsibility for its Annual Economic
Reviews and for the advice it is charged with giving to the President
under the Employment Act of 1946. : ,
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Question 5

Your budget justification for fiscal 1951 contains an estimate of
$12,800 (which) is required to enable the Council to discharge its
responsibilities In connection with the “broad study of potential busi-
ness investment, expansion, and market opportunities” called for by
the President in his Midyear Report to the Congress (July 11, 1949).
Could you explain your proposed study of investment?

Comment.—Business investment is not only the principal medium
of our economic growth, but also a primary factor in the excessive
fluctuations of business activity that have wasted so much of our
productive potential in the past. In seeking ways to promote steady
growth of the economy, as prescribed by the Employment Act, the
Council sees as a key problem the determination of desirable levels
and trends of business investment, and of conditions that will promote
adequately high and stable investment activity.

The Council’s study of investment is thus one important facet of
its over-all exploration of conditions in the consumer, business, and
Government sectors of the economy that will favor continuous maxi-
mum production and employment. Some preliminary results of this
work have been used in preparation of the Economic Review and we
hope to make substantial further progress during the current year.
This work draws to an important extent on data and analyses from
several Government, agencies as well as private institutions and indi-
viduals.

As one phase of the investment study, determination of desirable
levels and trends of business investment involves two complementary
lines of inquiry relating to the twofold role of investment in the
operation of the economy : . .

1. Investment is the means by which capital goods:can be ex-
panded, replaced, and modernized to meet the requirements of an
expanding economy. The potential expansion of the economy can
be gauged on the basis of trends of growth in the labor force, and
the rising productivity resulting from exploitation of techno-
logical opportunities. Determination of the amount and char-
acter of investment outlays needed from this standpoint in order
to support steady economic growth calls for an analysis of changes
in consumer demand, technological opportunities, capacity needs
and utilization, and the costs of construction and equipment.
Rather detailed examination of statistical and other materials
on specific industries 1s required for the improvement of the
existing crude over-all results on this line of inquiry.

9. Investment is an important, and historically very volatile,
source of income and market demand. Total purchasing power
will be inadequate to support sustained economic growth unless
the savings of individuals and business firms are channeled into
productive use through investment. On the other hand, if in-
vestment claims too large a part of total output, inflation results
with consequent maladjustment and recessionary reaction. It
is therefore important that the growth of consumer, business, and
Government outlays preserve a balanced relationship compatible
with over-all stability and full use of savings. The Council is
-continuing its work toward further quantitative definition of these
pelationships. '
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As the second phase of the investment study, the results of in-
quiries (1) and (2) above are brought together to disclose possible
inconsistencies, desirability of revision of initial basic assumptions,
and possible obstacles to the attainment of a desirable relationship
between business investment and other sectors of the economy. Under
the heading of possible obstacles to the attainment of needed invest-
ment levels, we are studying the adequacy of investment incentives,
the adequacy of financial sources, and the effect of business price and
production policies.

From the study should emerge some estimates of the volume of
capital formation required for the economy and for some specific
sectors in order to maintain economic stability and growth; an
appraisal of any obstacles which appear to hinder the attainment and
maintenance of desirable investment levels; and an appraisal of types
of private and public action designed to remove such obstacles.

The study as here outlined is a large undertaking. The Council, in
accordance with procedures specified in the Employment Act, is re-
lying on other agencies within and outside Government for much of
the detailed work involved. For example, the Bureau of Labor Sta-
tistics has already been of much assistance in the analysis of the rates
of output of specific industries implied by various levels and patterns
of over-all demand, and this service will be utilized still more ex-
tensively during the present year. The smallness of the budget
allowance requested by the Council in connectionswith the investment
study reflects the Council’s policy of relying mainly on outside assist-
ance in such work.-

B. Qurstions RELATING TO AGRICULTURAL PROBLEMS

Question 1

What is anticipated to be the delayed effects of devaluation on the
agricultural sector of our economy? (P. 59.)

Comment.—The devaluation of foreign currencies has so far had no
noticeable effect upon exports of our agricultural commodities nor
upon imports of competing commodities from other countries. The
Council doubts that it will have any readily discernible effects.

Under present conditions our exports of agricultural commodities
depend mainly upon three factors: (1) our foreign-aid programs,
(2) the recovery of agriculture in foreign countries, and (3) the gen-
eral economic situation abroad. To the extent that devaluation re-
duces the prices of agricultural products of foreign production rela-
tive to our own United States agriculture may be disadvantaged. But
to the extent that it enables foreign countries to increase their dollar
earnings it may increase their demand for our farm products. In
either event we believe that specific effects of devaluation will be over-
shadowed by effects of the other factors listed above.

Question 2
Has the world wheat agreement yet proven sufficiently workable to
serve as an example? (Pp. 106-107.) ‘
Comment~The Council’s Annual Economic Review discussed the
need for giving increased attention to the maintenance and enlarge-
ment of markets for agricultural products. In this connection it called
attention to the need for developing satisfactory techniques for main-
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taining a continuing flow of our products into international trade
without demoralizing ‘world markets.

The world wheat agreement does seem to us one positive step in this
direction. It has not been in operation long enough to demonstrate
fully its workability under all conditions. The agreement became
effective on August 1, 1949, and implementing legislation in October
authorized the Commodity Credit Corporation to finance this coun-
try’s share of the exports.” Since the program started we have moved
about 45,000,000 bushels of wheat under the agreement. The Council
understands that there have been no serious problems from an opera-
tional standpoint and that the program so far is working smoothly.
We doubt whether a commodity agreement alone would be sufficient to
overcome all economic difficulties that might threaten us in the future.
We do believe, however, that such agreements can contribute signifi-
cantly to greater stability in world markets.

Question 3

Specifically, what changes are proposed in the farm program ¢
Please estimate probable costs.

Comment.—The President’s Economic Report recommended certain
changes in farm policy, including (1) greater emphasis on the support
of farm,incomes and less on the support of prices of particular com-
modities; (2) the authorization of production payments ds a means of
supporting farm income for perishable products; (3) special measures
to aid low-income groups in agriculture, including credit and manage-
ment aids, rural electricity, rural telephones, better farm housing, im-
proved medical care, and more adequate education for farm youth
with broader vocational training for nonagricultural as well as agri-
cultural pursuits; (4) increased emphasis on programs to encourage
needed shifts in types of farming. .

The Council agrees fully with these recommendations. The Annual
Economic Review of the éouncil presents material on the farm situa-
tion and discusses in some detail our views concerning agricultural
policy. The Council’s Review emphasizes the need for a strong farm
program as an essential part of a general economic program to main-
tain stability and prosperity throughout the whole economy.

The wisdom and success of the whole national economic program
will greatly affect the cost of the agricultural program. e have
learned from past experience that the cost of the farm program is
much less when the whole economy is prosperous. If our general
economic policies are unsuccessful in maintaining maximum employ-
ment, production, and purchasing power, any agricultural program
that will insure farmers even a minimum income will be expensive.

The cost of a farm ,é)rogram must, of course, be considered in relation
to needs and to benefits.  We believe the program should be designed
to assure farmers-of incomes that are comparable to those received by
other groups. It is also important that the farm program be strong
enough to prevent a collapse in farm prices and incomes that might
again threaten depression throughout the economy.

From time to time we have discussed costs with the Department of
Agriculture and with the Bureau of the Budget. The Secretary of

.Agriculture has discussed costs of his programs with various con-
gressional committees, and in particular, on April 25, 1949, he pre-
sented the House Committee on Agriculture a statement on the

61483—50——b6
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comparative costs of different methods of price support. We are not
prepared to make detailed estimates of the probable future costs of
these programs, which obviously will depend greatly upon the volume
of production of individual products as affected by weather and other
uncontrollable factors. However, we do not believe that the above
changes in emphasis would greatly affect the total -cost of the agri-
cultural program as a whole. We would emphasize that the compari-
son is not between the costs of the program here outlined and no
program. The Government is firmly committed to a farm policy that -
may involve substantial costs under certain conditions. But general
prosperity, successful production adjustments, and measures to main-
tain adequate markets should substantially reduce the future costs of
price support.

Question 4

Was the farm sector of our economy in 1949, with assets of not more
than $130,000,000,000 (a considerable part of that accounted for by
inflated land values) and a residual net income of $14,000,000,000
adequately prosperous? ’

Comment—This question implies that the $14,000,000,000 realized
net income of farm operators represents a return of around 11 percent
~on the $130,000,000,000 of agricultural assets.

But this $14,000,000,000 is the return not only on capital investment
“but also for the labor of nearly 6,000,000 farm operators and their
families. Thus it meant average net income from farming of less
than $2,400 per farm-operator family. (This is not money income
alone, but includes an allowance. of around $700 per family for pro-
duction for home consumption and rental value of farm homes.)
Personal income for the country as a whole amounted to about $4,500
per family in 1949.

This comparison does not take account of the income of farm people
from nonagricultural sources. Statistics on this are not available sep-
arately for farm-operator families. For all persons on farms, how-
ever, income per capita from both farm and nonfarm sources is pre-
liminarily estimated at around $755 in 1949, compared with around
$1,555 for the nonfarm population. '

In 1949, admittedly, farmers as a group were relatively more pros-
“perous than in most prewar years. But certainly it would be very
undesirable for farm incomes to slip back again to such an unfavorable
relationship as that which existed during most of the period between
the two World Wars. The $14,000,000,000 of realized net income in
1949 was 15 percent lower than in 1948 and 20 percent lower than in
1947. It is essential that this downward trend be checked, both from
the standpoint of maintaining general economic stability and to make
possible renewed progress in overcoming the long-standing disparity
of income that has adversely affected farmers in comparison with other
groups in the economy.

Question 5
What is the basis for your estimate of a 25- to 30-percent increase
- in fruit requirements during the next 5 years (p. 108), particularly in
view of the fact that in 1949 first-grade apples, under aggressive re-
tailing, sold at least as low as $1.50 per bushel in one of our major
industrial areas; yet an estimated 10,500,000 bushels in commercial
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-orchards remained unharvested due to low prices and inadequate
demand ¢ :

Comment.—The estimated increase in domestic demand for fruit 5
years hence is based on statistical relationships and takes account both
of the level of consumer disposable income indicated in the Review and
anticipated increase in population.

In comparing the situation regarding all fruit with that for apples,
we must take into account that over the past 40 years the per capita

- consumption of all fruit has increased about 50 percent; but the per
capita consumption of apples, marketed In fresh form, has decreased
about 50 percent. Total domestic consumption of all fruit has in-
creased about 140 percent since 1909; that of apples has decreased
about 20 percent, in spite of a 60 percent population increase. -

Commercial production of apples in 1949 was 50 percent greater than
in 1948, and 20 percent above the 10-year (1938-47) average. This
accounts for much of the marketing difficulties with the 1949 apple
crop. : :

C. QuEestions ReLaTiNG To REPORT OF SUBCOMMITTEE ON MONETARY,
Creprr, anp Fiscan Poricies (S. Doc. No. 129, 1950) -

The views of the Council relating to monetary, credit, and fiscal
policies were presented to the subcommittee (hearings, pp. 533-538),
kut not in the detailed manner in which we are now requested to com-
ment upon the report of the subcommittee. There is no disagree-
ment upon the point that these policies as a group have very great
importance in determining the success of the Nation in attaining
the objectives of the Employment Act of 1946. The Council is glad
to express its full agreement with most of the conclusions reached
by the subcommittee 1n the broad study which it has completed with
such remarkable speed. They mark a very real advance in the recog-
nition of the vital role which Government programs must play in
.our complex economy if it is to be maintained on a high level.

We shall discuss the several recommendations of the subcommittee,
other than those which call only for a specific study, in the order in
which they are presented in the report, under appropriate Roman
numerals.

1, II, III. MONETARY, CREDIT, AND FISCAL POLICIES

The larger part of the report of the subcommittee is devoted to a
general discussion of monetary, credit, and fiscal policies and to the
relations of the Treasury and Federal Reserve Board, leading to
recommendations I, II, and I1I, which reach a climax in the proposal
that “Treasury actionsrelativeto * * * transactionsin the public
debt shall be made consistent with the policies of the Federal Re-
serve,” and that a joint resolution be adopted declaring that this is
the will of Congress.

The subcommittee has not been led to this portentous proposal be-
cause there is now any controversy between the Treasury and the
Federal Reserve Board. The Secretary of the Treasury and the
Chairman of the Board have both told the subcommittee that the
policies in which each of them has an important interest have been
worked out through successful cooperation and that they have every
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expectation that they will be worked out in the future in the same
way. Neither of them wishes to raise the question of dominant
authority and each of them objects to being pushed into a contro-
versy which they believe is unnecessary. gs a principle of good
administration, it is true that a division of authority with respect
to a matter of this importance is unwise. As a matter of practical
working policy, the Secretary and the Chairman are probably right
in proposing the continuance of the present successful relationship
when an effort to change it would surely evoke the sharpest contro- -
versy in the field of debt management where quiet and confidence are
supremely important. We therefore refrain from a detailed discus-
sion of the question whether final authority to determine administra-
tive action of the broad economic significance which the subcommit-
tee attributes to credit and fiscal policies should be vested in the Chief
Executive chosen by and responsible to the people or should be lodged
in an administrative board responsible only to a legislative body
which is not organized in a manner which permits it to supervise
continuing and flexible administrative action.

Debt-management policy—The proposal of the subcommittee re-
sults from its conclusion that the gebt—management policy followed
by the Treasury and the Federal Reserve Board with repeated public
approval by the President is wrong in one important respect and that
the decisions of the Treasury should not give primary consideration
to continued easy refunding operations at low interest rates. The
subcommittee believes that the debt-management policy as well as the
credit policy should “be guided primarily by considerations relatin
to their effects on employment, production, purchasing power, an
price levels.” It recommends that Con%ress direct this change in
policy by joint resolution. This, the subcommittee says, should be
done in order to permit the central bank to attempt to stabilize the
economy by a policy of monetary and credit control for the success of
which the subcommittee offers no stronger hope than that—

Our monetary history gives little indication as to how effectively we can expect’
appropriate and vigorous monetary policies to promote stability, for we have
never really tried them (subcommittee report, p. 18).

The only point in issue, aside from the question of final authority,
is whether the debt-management policy should be modified to permit
long-term, 21%-percent Government bonds to fall below par in periods
of inflation. The general policy was described by the President in his
Annual Economic¢ Report 1n 1948, in these words:

A most important part of our debt-management policy has been the program
to support the market for Government securities. During the war period,
when it was vitally necessary to maintain a market which would absorb vast
issues of securities at low interest rates, the Federal Review stabilized the
market through its open-market operations in buying and selling short-term
Government securities at low rates of interest. Now that it is no longer neces-
sary for the Government to increase its debt, short-term interest rates have been
permitted to rise. A decline has also been permitted in prices of bonds from the
premium prices to which they had risen as a result of market demands in the
early postwar period. No bonds, however, have been permitted to fall below
par and it is the declared purpose to continue active support of Government
bonds for the purpose of nraintaining an orderly and stable market at a low
level of long-term interest rates (p. 85).

Relation of debt-management to monetary policy.—The President
in discussing the problem in his several Economic Reports and the
Council of Economic Advisers in their reports have always recognized
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that the present policy “does not permit the Federal Reserve to make
effective use of the traditional method of limiting inflationary move-
ments in the economy by requiring banks to borrow in order to obtain
additional reserves and by raising the discount rate charged on such
borrowings.” After making this statement in his Economic Report
in January 1948, the President continued :

In the recent congressional hearings there have been proposals to solve this
dilemma by abandoning the support policy and freeing the Federal ‘Reserve
banks to bring about an anti-inflationary contraction of credit by increasing the
discount rate, as was done in 1920. No such change in policy should be con-
sidered. The financial world should rest easy that the investment market will
not be subjected to the demoralization which swept over it in 1920 when the
unsupported market for Government bonds fell about 20 percent below par.

Affirmation of a policy of supporting the Government bond market as a con-
tinuing program of the Government requires the use of other and less dangerous
methods to restrain inflationary bank credit. Voluntary but effective restraint
by the banks of inflationary bank credit expansion may prove adequate to the -
problem. If it does not, more direct action by the Federal Reserve banks will
be required. Such Actions as may be taken will not involve withdrawing sup--
port fromr the Government bond market (pp. 85-86).

In his Economic Report in January 1949, the President again af-
firmed his purpose to continue his debt-management policy saying:

The public debt will continue to be managed in a manner that will make a
maximum contribution to the stability of the economy. An important factor
in this program will continue to be the maintenance of stability in the Govern-
ment bond market.

* * * * . * * *

Only during the last few years have we had experience in dealing with the
problem of managing a public debt of the size the country now bears. The
policy of supporting the price of long-term Government bonds at the 24-
percent yield level has been eminently successful (p. 11). : .

The Council also discussed the debt-management policy and the
problem of Federal Reserve power to influence credit conditions in
its Annual Economic Review, forwarded to the Congress by the Presi-
dent with his Economic Report of 1949, and set out its reasons for
believing that it would be a serious error to change the policy and-
to adopt that which is now proposed by the subcommittee (pp. 42-43).
Earlier, in its own Annual Report to the President in December 1948
(pp. 27-28), in a discussion of the difficulties flowing from the need
to adjust each economic policy to the conflicting requirements of oth-
ers, the Council used the debt-management policy as contrasted with
Federal Reserve credit control as an example. We said:

Inflation is dangerous, and it is fed by our cheap-money policy. But it would
be reckless to modify that policy by changes which might create uneasiness about
the national credit and disorder in financial markets at a time when the Nation
must support a vast public debt.

These statements were made by the President and by the Council
when they were frankly worried by an inflationary movement which
they felt was creating serious danger to the economy. The issue is
now raised by the subcommittee when it sees no inflationary threat, and
when the prices of Government bonds are well above the peg point of
par, and may be expected to remain there unless the proposed reversal
of the debt-management policy by congressional resolution should it-
self create such doubt and uneasiness among the holders of Govern-
ment bonds that we would face a wave of liquidation. Our appre-
hension on this score was expressed when we appeared before the sub-
committee (hearings, p. 537).
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Purpose and result of debt-management policy.—On page 26 of its
report, the subcommittee summarizes the five reasons advanced by
Treasury and Federal Reserve officials for supporting the price of
Government bonds even in periods of inflation. We think these rea-
sons are valid and so cogent that they require that debt-management
policy must be dominant and that we must look for other ways to re-
strain dangerous inflation rather than subordinate the debt-manage-
ment policy to traditional central bank operations.

From the point of view of debt management the most important
point is that the present policy maintains confidence in the public
credit and makes it possible at all times for the Treasury to find buy-
ers at low interest rates for new securities issued to refund our enor-
mous public debt. The subcommittee neither accepts, rejects, nor qual-
ifies any of the five reasons, but, of this one it says it “looms important
to the Treasury.” We believe that it is important in reality and not
-merely in appearance. We do not have a complacent attitude toward

" the problems of managing and refunding a $250,000,000,000 debt which
has to be rolled over at the rate of $50,000,000,000 each year.

Despite the drumfire of criticism which has been directed at the
debt-management policy from certain financial quarters, the judgment
of the President that it has been “emiinently successful” 1s wholly
justified by the record of the past 5 years. Our economy was unshaken
by an immediate postwar slump which brought a decline of more than
60 percent in production of durable goods, a substantial decrease in
nondurable production, and an increase in unemployment even when
millions of war workers were withdrawing from the labor force. The
policy made available abundant and cheap credit to business when it
then endeavored to carry its share of the responsibility in the race
with inflation by increasing productive capacity. It also helped to
reduce a critical housing shortage. It contributed to the conditions
under which the expected flood.of liquidation of savings bonds did not
materialize, and sales of savings bonds have continued in large vol-

.ume. It preserved a solid credit position for the Government when the
great economic question arose whether the end of inflation would be-
come the beginning of economic collapse. It has even added to the
prosperity of some custodians of funds who disdain it but who would
have wholly inadequate outlets for the swollen deposits created by the
war if they did not know that they can safely invest in Government
bonds because the market price will be supported.

Central bank controls—This is the record of the policy which the
subcommittee would now abandon. What is the record of the proposed
substitute policy of flexible monetary and credit control by the Federal
Reserve System, when we look to its service in establishing economic
stability ? - The subcommittee speaks of the desirable characteristics of
central bank operations, and it is entirely justified in praising them
for flexibility and because they are indirect and do not entail positive
action by Government which limits the freedom of businessmen. But
-when it comes to considering their effectiveness in attaining the objec-
tives of the Employment Act, the subcommittee only says that we can
draw no conclusions from experience because we have never really
tried to use these policies to counteract serious inflation or deflation.

We do not read history that way. For 35 years, Federal Reserve
discount rates:have been shifted up and down. For 25 years the Sys-
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tem has carried on open-market operations. Changes in reserve re-
quirements have been one of the tools of control for more than a decade,
and have furnished experience which persuaded the Council of Eco-
nomic Advisers to support the judgment of the Federal Reserve Board
that broader power to change reserve requirements would permit some
effective anti-inflationary action by the central bank notwithstanding
the debt-management policy. Experience has furnished very valuable
guides to the way central bank power may be used to influence economic
conditions, and in our opinion the lesson it teaches is that we must
learn much more before the central bank can act with such finesse and
with such confiderice of the specific results of its action that we should
consider the subordination to it of the policies of debt management.

Repeatedly, in its discussion of this problem, the report of the
subcommittee speaks of the need for “vigorous” use of central bank
power. We assume that it is meant that history furnishes no guide
to action because central bank operations have never been vigorous
enough. If this also means that the writers of the report look to the
Federal Reserve Board to interpret the proposed congressional direc-
tive as an instruction to use its powers more vigorously in a future in-
flation than they were used in the past, the joint resolution would
indeed threaten untold damage to Treasury operations. Before this
~ war, the Board has only twice been called upon to consider action in a
period of important inflation. In 1920, it ran the discount.rate up to 7
percent. In 1929, it pushed the rate up until it reached 6 percent. The
‘debate still goes on, whether the high' discount rates caused the en-
suing catastrophes or whether the economic collapse was in each in-
stance due to forces which not even 7 and 6 percent discount rates
could quell. But certainly the Reserve Board is not open to the
criticism that it has not used its powers vigorously. If that record
shows that even more violent effort would be necessary in order to make
central bank operations effective to curb an inflationary movement, we
believe the conclusion should be that these particular anti-inflationary
devices are altogether too dangerous to justify giving to them the
premier position among the arsenal of weapons to gain economic
stability, as the subcommittee proposes in recommendation L.

Fiscal policy—The admirable discussion by the subcommittee shows,
we believe, that fiscal policy is a far more powerful instrument of eco-
nomic control of strong economic movements than is credit policy if the
latter is confined within prudent limits. The effectiveness of fiscal
policy will be greatly increased by the correlation thereto of policies
- relating to money and credit. .

We are in general agreement with the views expressed by the sub-
committee about fiscal policy, and about the desirability of a tax strue-
ture which will yield a surplus in periods of high business activity,
while leading to a deficit in periods of recession, when expenditures by
the Government in excess 6f thé amounts collected in' taxes will furnish
valuable sipport to the economy. ' -

We are dubious, however, whether it will soon be possible to devise,
as has been proposed in some quarters, a tax program which will so
accurately match the requirements of our dynamic economy or will so
well reflect the requirements of many patterns of inflation and defla-
tion that once enacted it may be left unchanged except as programs -
of Government action are themselves expanded or contracted. We,



68 JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT

therefore, agree with the views of the subcommittee that the problem
of flexibility in fiscal operations requires further exploration.

Formula flexibility—One fiscal policy which was pressed upon the
subcommittee, but which it has not recommended, carries to an extreme
the idea of “formula flexibility.” Under it some preordained fiscal
change, such as a decrease of 15 percent in income taxes, would go into
effect whenever a certain degree of change took place in some prescribed
economic index, say in the volume of unemployment, or the index of
wholesale prices, or the index of industrial production. If one of the
economic indicators suggested to the siibcommittee were selécted as the
one to sound the alarm, it might have been sounding off by the end of
last June, and vigorous antideflationary action, such as reducing taxes -
or increasing Government spending, would then automatically have
come into effect. But the Council of Economic Advisers, even though
we knew and said that conditions would become even worse in July,
advised the President that there were factors outside of the statistical
indexes which, in our opinion, meant a reversal of the business trend
before the end of August, and we advised him to hold firm on taxes
and hold off on any program to increase Government spending. It
therefore appears that the formula plan might have rushed us into
the wrong course of action last summer. We do not believe it should
ever be a substitute for careful study of all of the conditions affecting
the economy, and the making of plans which then appear to be ap-
propriate to the particular kind of difficulties which require attention.
and which cannot be described in advance. :

T he value of cheap credit.—The difference in our position from that
of the subcommittee arises in part from a somewhat different view of
the desirability of low interest rates. In the report of the subcom-
mittee it is-said, and repeated, that low interest rates are generally
beneficial, but it is proposed to yield that principle in periods of infla-
tion and to use central bank operations to induce an increase in the
cost of money.

Our view 1s that low interest rates are always desirable. In periods
of inflation they have the undesirable collateral consequence of con-
tributing to inflationary forces, but even then they have the economic
advantage of facilitating the expansion of productive capacity which
is the best road to stability. Where we differ with the subcommittee
is that we .-would not abandon the advantages of cheap money and
use central bank operations to cause an anti-inflationary increase in
interest rates. We would retain the advantages of cheap money and
adopt other measures to curb the inflationary forces. In extremse
cases, as in 194748, we would tighten the availability of credit by pres-
sure upon bank reserves under the plan proposed by the Federal Re-
serve Board at that time, but would hold the resulting trend to higher
interest rates within narrow limits.

Regulation of installment credit.—Another point not discussed by
the subcommittee is the regulation of installment credit. The Presi-
dent has recommended that the authority of the Federal Reserve
Board to regulate installment credit be renewed, and the Council has
already presented to the joint committee its view that it is highly
desirable to curb the growth of such credit and to force sellers to
compete in prices and not in easy terms.
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IV. RESERVE REQUIREMENTS OF COMMERCIAL BANKS

That part of recommendation IV which relates to the application
of reserve requirements to nonmember banks in line with those im-
posed upon member banks is in accord with the proposal in the recent
Economic Report of the President. The added recommendation that
nonmember banks then be given Federal Reserve discount privileges
should be carefully considered with attention to the desirability of
retaining all of the advantages which are now found in Federal
Reserve membership, of which the very broad right to rediscount and
to borrow is the most important. '

VI. MONETARY POLICY RELATIVE TO SILVER

There is no value to monetary policy in the silver-buying program
to which recommendation VI applies, but it is of too little signifi-
cance to involve any monetary danger. It was established by the
Congress for other than purposes of monetary policy and its continu-
ance or abandonment should depend upon congressional decision with
respect to a policy of subsidy.

VII.. RESTORATION OF GOLD STANDARD

We thoroughly agree with recommendation VII opposing the pro- -
posal for the restoration of free domestic convertibility of money into
gold. The subcommittee has not discussed the companion proposal for
a free market for gold, which also we oppose.

X. NA’I‘IONAL MONETARY AND CREDIT COUNCIL

The coordination of the many Government programs for loans and
- the guarantee of loans-as proposed in recommendation X is so desir-
able that it is probable that action will have to move beyond the pro-
posal of the Subcommittee for a National Monetary and Credit Coun-
cil, with only advisory powers. A procedure may be needed whereby
the authority of the Executive Office is brought to bear in positive
manner to bring the policies of the several agencies into harmony.
The organization of an advisory council at this time would not inter- .
fere with the subsequent program of more positive control and if that
program should later be set up, it could readily furnish an important
place for the advisory council.

XI. NATIONAL MONETARY COMMISSION

We believe the subcommittee is right in proposing that a broad
study of monetary and credit systems and policies be undertaken by
the Joint committee and the standing committees rather than by a
national monetary commission. The report of the subcommittee is it-
self the climax of exactly the kind of inquiry for which a national
monetary commission has been proposed. In organization of the tech-
nical staff, in the range of its hearings, and in the character of its
witnesses, the inquiry by the subcommittee has followed the precise
methods which would be adopted by an extra-congressional commis-
sion. It has not only had available every process and talent' which
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a commission could use, but it has been able to initiate, organize, and
complete a splendid study within less time than a commission would
require to organize a staff.

It should be recognized that the joint committee now completely
fills the role in matters of economic policy- for which national com-
missions have occasionally been created. Like a commission, its
studies cut across the jurisdictional lines of all standing committees,
and like a commission, its membership includes members from both
Houses of Congress. It does not include other citizens, but the views
of others are just as available to the joint committee as they would be
to a commission of which they were members. One importunt advan-
tage of the joint committee in a broad study is that the standing com-
mittees move forward with their work upon individual problems
within the broad field under investigation. When a commission is
appointed, there is always a disposition to suspend consideration and
action upon separate problems until the long-delayed report of the
commission is presented.

XIIT. EARNINGS OF FEDERAL RESERVE IN EXCESS OF DIVIDEND REQUIREMENTS

Whether the franchise tax on the net earnings of the Federal Re-
sefve System should be enacted to replace the voluntary contribu-
tion now being made does not involve any economic question. The
present method seems to be working satisfactorily, but the question is
one of administrative policy upon which the Council has no opinion.

OTHER RECOMMENDATIONS FOR STUDIES

Recommendations IV, V, VII, VIII, IX, XI, and XII propose a
number of other studies of subjects and problems. The character of
the subject-matter to which these studies would be directed is well
described in the report. They would be so valuable to the effort to
carry forward the novel national policy established by the Employment
Act that the Council earnestly supports the proposal that it be made
possible for the staffs of the joint committee and of the standing com-
mittees to enter upon these projects, in the course of which the C%uncil
will be eager to participate and to offer every assistance. ‘

ADDITIONAL GENERAL COMMENTS ON REPORT OF SUBCOMMITTEE ON
MONETARY, CREDIT, AND FISCAL POLICIES

T'he scope and significance of fiscal policy

The Council agrees with the subcommittee’s view that monetary,
credit, and fiscal policies “can be very powerful * * * for pro-
moting general economic stability.” We also agree that “they are not
a panacea for all economic ill * * * and if not used in a co-
ordinated and supplementary manner * * * ape likely to prove
insufficient to cope with strong cumulative forces,” and that “in fact
these policies may completely defeat each other.”

The Council desires to elaborate upon the importance of the fore-
going quotations from the Subcommittee report. . .

Fiscal policy may be narrowly defined to include the management
and the constant refunding of the 250-billion-dollar debt, the imposi-
tion and collection of more than 40 billion dollars of general and
of social-security taxes each year, and the movement into the economic
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currents of Federal expenditures of comparable volume. Even as so
narrowly defined, these operations have an effect immeasurably greater
than that which similar operations produced before the war. All of
these activities of Government must perforce be controlled by deliber-
ate decision, based upon some rationale. The Employment Act has
now established a principle of public policy which requires that the de-
cision in each instance shall be related to the objectives of that act.
The Federal Reserve System must also make its decisions relating to
central-bank operations affecting money and credit, and the Employ-
ment Act requires that each decision shall now be made with attention
to its effect upon economic stability. When threatening conditions
arise, the fiscal, monetary, and credit policies will naturaﬁy be among
the first to be directed against them, because those policies are being
determined every day. ’ :

It should be recognized, however, that besides the over-all impact
of strictly fiscal policy relating to expenditures, revenue, and debt
management, there are specific effects upon the economy of specific tax
and specific expenditure programs. Such programs as unemployment
insurance, social security, aid to veterans, farm price supports, public
works, and those relating to financing of housing and of business needs
have specific effects on the labor force, productivity, work incentives,
capital equipment, and the other factors that determine economic
growth. Similarly, each change in taxes affects not only the flow of
Funds but also work incentives and consumers’ and business’ attitudes.
Both the aspects of Government transactions, the impact on the flow
of funds, and the specific effect on consumer, business, and work atti-
tudes require examination. As thus more broadly defined, it is cer-
tainly true that fiscal policy assumes prime importance in the con-
sideration of the relationship between governmental programs and the
objectives of the Employment Act. Here lies a wide and promising
area for study both by the joint committee and by the Council.

The report of the subcommittee has dealt mainly with problems of
fiscal policy arising out of the narrower definition. However, the
Council believes that the important programmatic aspects of fiscal
policy will receive equal attention from the Joint Committee on the
Economic Report toward the end that the range of the committee’s
work may be as broad as the purposes of that act.” We make this obser-
vation because we feel that the committee shares our view that the
manipulation of fiscal policy in the narrower sense will in itself prove
inadequate to the problems of that act. The Council will be equally
ready to cooperate with the committee as it turns to a fuller considera-
tion of these broader programmatic aspects of fiscal policy.

Objective of stabilizing the private economy and compensatory fiscal
policy ' ) .
The Council has always been careful not to place excessive reliance
upon the use of fiscal policy as a compensatory stabilization device.
The view of the Council focuses upon promoting greater stability
within the private sector of the economy itself and regards Govern-
ment policy for mitigating and compensating fluctuations only as a-
second line of défense. Frequent variation in tax rates and Govern-
ment programs, though responsive to short-run fluctuations in the-
economy, may impair to some extent the chances of greater long-range
stability in business decisions. This view leads to giving the greatest
attention to all possible avenues through which the heavy fluctua-
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tions in private business investment can be more nearly straightened
out. Any policy which aims at promoting stabilization within the
private-enterprise system must be greatly concerned with the develop-
ment of prices and wages in the economy. In view of the fact that
in important areas of the economy prices are determined by the delib-
erate decision of management, and that wages to a large extent are
determined by collective bargaining involving millions of workers;
it is of extreme importance to recognize clearly what price and wage
policies of private enterprise and labor unions would be most condu-
cive to economic stabilization. It is a challenging task to work out
and secure public recognition of the principles involved. When it
has been accomplished, a long step forward will have been taken even
without any attempt on the side of Government directly to enforce
adherence to such principles by business and labor. .

The effort to promote the purposes of the Employment Act requires
use of the many measures which encourage steady economic expan-
sion in standards of living, productive capacity, and community serv-
ices. The confidence of business that the Government will combat
heavy fluctuations in itself will have an important stabilizing influence.

The task of monetary, credit, and fiscal policies in a high employment
economy :

Recommendations for improved arrangements for monetary, credit,
and fiscal policies must be considered in the perspective of the task
that such policies may have to perform in the future. We must see to
it that we are better prepared if we should be confronted again with
the same problems of inflation which we have experienced during the
war and postwar period. We cannot ignore the possibility that in-
creased international tension may lead to the need for increasing
defense or other international expenditures. Therefore, our monetary,
credit, and fiscal machinery should be so designed asto enable us to
deal with such contingencies.

It is quite possible, however, that under peacetime developments
we may encounter a different type of inflationary pressure requiring
different remedies. It is conceivable, for instance, that the knowledge
of business and labor that the Government will step in if substantial
unemployment develops might introduce a tendency toward price
and cost increases, an “inflationary bias,” into the economic system.
This might take place even if at the same time inadequate invest-
ment results in deflationary potentialities. .

This sort of inflationary bias, which may or may not be associated
with deflationary developments in other sectors of the economy,
would be different in origin and nature from the kind of inflation
‘which is usually considered in connection with the use of monetary,
credit, or fiscal policies. True, by a vigorous use of such policies
we may curtail effective demand by business and consumers and
thereby may counteract the tendency toward price and cost increases.
This use of monetary, credit, or fiscal policies, however, may at the
same time curtail demand so effectively as to cause serious unem-
ployment. If a policy of maximum production and employment
creates certain problems, we must deal with these problems rather
than solve them by abandoning the policy which the Congress has
directed the Government to pursue.
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We believe that a democratic society must find suitable means for
dealing with new problems as they occur. We hope that the joint
committee will join with the Council in encouraging the develop-
ment of arrangements which could serve as a guide for dealing with
price and wage problems by business and labor in a cooperative spirit.

D. SeparaTe QuEsTIONs SUBMITTED BY CONGRESSMAN RrcH

Before answering the specific questions raised by a member of
the committee, it may be desirable to make some general comments
on his list of questions as a whole.

Several of these questions raise the issue of whether the Nation
is on the way to socialism, and whether the policies and programs
recommended by the President or suggested in the Council’s Annual
Economic Review might soon result In a rather completely managed
economy with the Government taking the responsibility for direct-
ing most of the decisions concerning investment, production, and
employment.

The Council wants to make it very clear that it does not subscribe
to such a view, and that in its judgment such a view has never
entered into the Economic Reports of the President. We have from
the start been fully in accord with the stated objective of the Employ-
ment Act of 1946, in which the Congress directed the President and
the Council “to promote maximum employment, production, and
purchasing power * * * in a manner calculated to foster and
promote free competitive enterprise.” We not only agree with the
desirability of this objective, but believe that it is attainable. We
are working to the best of our abilities to suggest means of attaining it.

However, the Congress obviously did not intend to say that the
Federal Government should refrain from utilization of programs
intended to affect the economic situation. On the contrary, the
act states— )

The Congress hereby declares that it is the continuing policy and responsibility
of the Federal Government to use all practicable means * * * to coordinate
and utilize all its plans, functions, and resources—

for the purpose of maintaining stable and prosperous economic
conditions.

It is always difficult to decide how far the Federal Government
needs to go for this purpose, and what specific policies and programs
are most needed. There is room for genuine disagreement on this
subject. But we believe that action thus far under the Employ-
ment Act has been based on an objective appraisal of the economic
situation and outlook and of the programs needed now and in the
near future to assure continuing prosperity with a minimum of
interference by the Federal Government in the economic plans and
decisions of private enterprise.

The Council’s views on this important subject are more fully
detailed in its Fourth Annual Report to the President, Business and
Government, published in December 1949.

Question 1

The President’s Economic Report of 1949 reported that in 1948
more than 1,000,000 homes had been built by private industry; and
that more than 1,000,000 homes had been built by private industry
in 1949. Yet he has asked, and there are pending measures to provide
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for the expenditure and financing of billions of dollars of Federal
funds for financing more and more housing. Do you think there is
any necessity for more Federal financing of homes for middle- and
lower-income people?

Comment.—A large proportion of the middle-income families are

housed in cramped or otherwise unsatisfactory quarters. A larger
proportion of low-income families also are inadequately housed. To
provide desirable housing for all these families in reasonable time
will require a substantial increase in residential construction. The
Council’s Annual Economic Review, on page 102, pointed out that—
housing investnmient needs stiniulation more than any other type, whether
measured by the opportunities which this would afford to business enterprise or
by the people’s needs for shelter. With a well-established and Nation-wide
program for subsidized low-rent housing under way, the outstanding problem
now relates to housing for middle-income groups.
This will require additional financing methods and resources, which
should utilize Government stimuli primarily to release for housing
investment massive funds of private.capital which thus far has not
entered this field sufficiently. - It will also require further improve-
ments in private construction techniques, which can be promoted by
cooperation between private industry and the Government.

Question 2

The President has advocated raising individual incomes to $12,500
a year, and foresees a national income of a trillion dollars by the end
of this century. Do you care to make any observations on that?

Comment—The estimates of national income and family income at
the end of the century cited by the President appear to be 1n conform-
ity with past trends of growth in output. Over much of our history,
national output has doubled every 20 years. If we made the same
rate of progress in the future, national output would be ovér a trillion
dollars by 1990, assuming the present price level. The projected
erowth in national output in the future is based on the expectation that
the past rate of increase in output per man-hour worked will continue.
'This in itself would give a gain in national output of at least 2 percent,
a year. It is true that there will probably be a much smaller rate of
population growth in the future than over the past 50 years. Between
1900 and 1950 the population roughly doubled.  Over the next 50 years
a 25 to 30 percent increase is all that can be expected. The slower
rate of population growth may be partially oftset, as far as growth .
in the national product is concerned, by the fact that hours are not
likely to fall as fast in the next period as they did during the period
when the 60- or 65-hour week was being reduced. ‘

The increase in average family income (including single indi-
viduals) from the present level of about $4,000 after taxes to about
three times that size by the end of the century seems reasonable in view
of the increase in hational income discussed above. - It should be
remembered, however, that any estimates for 50 years hence are mainly
important as illustrating the potentialities of the economy, and should
not be treated as precise forecasts, 4

Question 3 : :

Is it not redasonable to assume that as national income is stepped up
through Federal spending, there will be corresponding increases in
Federal spending ?
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Comment.—The degree to which this question refers to the Presi-
dent’s Economic Report or to the Council’s Annual Economic Review
is not understood. Neither report proposes or assumes that the na-
tional income should be “stepped up through Federal spending.”
Both reports emphasize that increased national income must come
chiefly through increased productivity, resulting from high levels of
private business investment, of improving labor and managerial
skills, and of private price and wage policies which will support ex-
panding purchasing power. Under the programs proposed by the
President in the budget, the ratio of Federal expenditures to the Na-
tion’s Economic Budget total should decline over the next few years.
In July 1949, there were many who advocated the stepping up of
public spending to reduce unemployment, but the Council in 1ts mid-
year Economic Review advised against that course.

Question 4 : .

. It is a fact, is it not, that our national income of the present is at its
high peak as a result of outpourings of Federal funds for both de-
mestic and foreign hand-outs?

Comment.—1t 1s true, of course, that Federal expenditures increased
greatly during the war and have since been at high levels. The high
volume of Federal expenditures during the postwar years should be
viewed in the light of the fact that during the four calendar years
194649 total Federal cash receipts from the public exceeded total cash
payments to the public by some $12,000,000,000. It is also important
to note that during this same period Federal purchases of goods and
services amounted to less than 10 percent of the total gross national
product: These two facts make it plain that a number of factors other
than Federal expenditures contributed to the sustained high levels of
production, employment, and purchasing power.

Other major factors have been () an enormous investment in ex-
pansion and improvement of productive capacity, (b) the vast accu-
mulation of deferred payments and liquid funds during the course of
the war, and (¢) generally prudent private and public policies during .
the postwar period which restrained inflationary pressures and pre-
vented a serious slump. .

The large Federal expenditures in recent years obviously were not
undertaken for the purpose of propping up our domestic economy. In
fact, it was understood from the start that some of the postwar pro-
grams would inevitably add to our difficulties in controlling inflation-
ary pressures. In spite of this, our long-run national interest re-

. quired heavy expenditures for such programs as those for foreign aid
and military preparedness.

Question b

The President’s economic message of January 6, 1950, recites that
“businessmen, wage earners, and farmers must work toward the same
ends, and that “Government, in turn, must carry out the aspirations
of the whole people.” What do you understand that to mean?

Comment.—As stated in the President’s Economic Report, the com-
mon interests of all groups in our society—business, labor, farmers,
and consumers—revolve around a few basic objectives. In the eco-
nomic sphere these are: (1) A stable and growing economy; and (2)
the participation by all groups in the creation of the growth in our
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national wealth and resources and a sharing of the benefits of such
growth. In the political sphere, the common objective is the strength-
ening of our free institutions. Individuals and groups of individuals
contribute to these ends by shaping their private policies in terms of
these common ends. Government, on the other hand, representing as
it does, the whole people, has the function of viewing the economy as a
whole and of proposing general measures which cannot be carried out
through individuals. Part IV of the Council’s Economic Review
makes specific recommendations covering both private policy and
Government policy.
Question 6 ,

Can it mean other than that the Government must ride herd on,
and control, all private activities? : :

Comment.—The President’s statement quoted in question 5 does not
mean “that the Government must ride herd on, and control, all pri-
vate activities.” If is designed rather to-strengthen the role of the
individual by encouraging him to carry out policies which will obvi-
ate the need for expanding the role of Government.

Question 7 : . :

The President recites a goal to bring about “the complete elimina-
tion of poverty,” seemingly through the control by Government of all
business activities. Do you think the complete elimination of all
poverty possible, with or without the intervention of Government?

Comment—In discussing the goal of “the complete elimination of
poverty,” the President did not state that this would require the
control by Government of all business activities. He specifically
pointed out that the major role would be played, as in the past, by the -
efforts of the individual citizens of this country. We have already
made great progress in lifting the standards of living of the lowest
income groups. As long as we continue to grow in our productivity
and in our wealth, there is every reason to believe that we can attain
the complete elimination of poverty. To believe otherwise is to fail
to recognize the great productive power of our free American society.

Question 8

Can the plans submitted by the President mean anything other
then plans to tax and tax, spend and spend, and elect and elect ?

Comment.—The plins submitted by the President aim at promoting
economic conditions under which the economy will expand so as to
reach and maintain maximum production and employment. In an
expanding economy existing tax rates will yield growing revenues and
will, with the expenditure programs recommended by the President,
result in a cash surplus of the Federal Government some years from
now. This movement toward a balanced budget would be accelerated
by the changes in our tax laws which the President has recommended.
The Council has repeatedly expressed its views that it favors economy
in Federal spending at all times. It is the joint responsibility of
the President and of the Congress to determine whether the ex-
penditure programs recommended have been held to the minimum that
1s compatible with existing obligations, with the requirements of
national security, and the most essential needs of a growing economy.
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Question 9

New Zealand and other countries have completely repudiated their
Labor-Socialist governments, and demanded a return to former sanity
in governmental affairs. Do you subscribe to the thoughts of many
persons that we in the United States have traveled far on the road to
socialization of industry ? . x

Comment.—We do not subscribe to such thoughts. What we see
is Government seeking to strengthen the forces of free enterprise,
not to weaken them. Our free-enterprise system is larger and more
profitable than it has ever been in the prewar period. There are no
socialized industries in this country nor are any industries threatened
with socialization. Moreover, the Government has pursued a policy
of disposing to private enterprise the plants it built’during the -war.
The latest step is the President’s report on the future disposition of
the synthetic-rubber plants. When foreign critics attack the socialism
of their own governments, they point to the United States as the suc-
cessful alternative to socialism. The intent of the Employment Act
is that this country remains such a successful alternative.

Question 10

Do you think we in this country still have a chance to retrace our
steps from inclinations to socialization, and return to our republican
form of government?

Comment—This has already been answered under question 9. We
feel that the Nation has retained its republican form of government, -
and that our free institutions are as flourishing as ever.

 Question 11 .
Do you think we could repudiate our past and present trend more
cheaply now than we could if we follow that trend further?
Comment.—The “trend” which is mentioned in this question is not
identified, but it seems to refer to a “trend” toward socialization. If
that is the reference intended, our views are to be found in the com-
ments under questions 9 and 10.

Question 12

Do you subscribe to the view held by many persons that present and
past governmental programs have served to help one class, or more
classes of people, at the expense of another class or of other classes?

Comment.—Since the whole economic community is so much better
off than it was before the war, and since generally each group in our
economy is enjoying a higher standard of living, there 1s presumptive
evidence that past and present governmental programs have not been
at the expense of some classes of people. The fact that a particular
program is devised in terms of a particular group does not mean that
other groups necessarily suffer. Indeed, the problem is the other way.
As the President said in his Economic Report, “If any part of our
economy is depressed or fails to gain, it can only serve as a drag against
the gains of other parts.”

Question 13 .

The President’s economic message of January 6 last, says: “There
is no room for the feeling that one group can prosper only at the
expense of another.” Do you believe that has actually been, and is,
occurring in this country at this time$

61483—50——86
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Comment.—What the Economic Report was pointing out was that
as'long as the economy grows in size so that our national output in-
creases, there will be more available for all. Hence, our efforts should
" be directed toward achieving and maintaining growth at a steady rate
so that all may benefit. The feeling that one group enjoys prosperity
at the expense of another arises in periods when the economy fails to
grow or is depressed and when large groups of our population are
unemployed or are living under substandard conditions. Currently,
we are enjoying a high level of output, although somewhat short of
maximum employment. We do not agree that having a level of em-
ployment below our potential confers benefits on any major group in
our economy. On the contrary, we believe that it prevents them from
enjoying the higher standard of living they could have if maximum
employment were achieved.

Question 14 _

Do you subscribe to the thought expressed in the President’s latest
economic message that: “The fiscal policy of the Government must
be designed to contribute to the growth of the economy;” or do you
think activities of the Government should be confined to governing
and enforcement of salutary laws on proper subjects? '

Comment.—The Council is in full accord with the quoted statement
by the President. We feel that such an approach to the fiscal policy of
the Government is required by the declaration of policy of the Em-
ployment Act of 1946. g

Question 15 :

The President’s Economic Report of January 6, last, states that we
had 314 million people unemployed in the United States in 1949,
and that unemployment should in the next year be reduced to 2 or
214 million in the near future. The Department of Labor reported
that $1,700,000,000 was paid out to the unemployed in 1949 from the
unemplgyment fund, a record for all time. Do you care to comment
on that? »

Comment—This statement may be directed at the fact that in prior
years, notably. 1938, 1939.and 1940, unemployment-compensation pay-
ments were less than in 1949 although the level of unemployment was
higher. There are three main reasons which account for this:

(1) Since unemployment compensation laws did not become effec-
tive until 1937 a considerable portion of the persons unemployed in
1938, 1939, and 1940 had not worked sufficiently to earn wage credits
which would enable them to draw unemployment-compensation
benefits. ' .

(2) There has been a considerable broadening of the coverage under
State unemployment-compensation laws during recent years.

(3) The level of payments has been raised and the number of weeks
that the unemployed may draw benefits has been increased. :

Unemployment-compensation payments serve a useful economic
purpose when business activity is declining. They add to the buy-
ing power of consumers and thereby help to bolster weakening mar-
kets. Despite the fact that total paymentsin 1949 amounted to $1,700,-
000,000, it may be pointed out that as of November 1949 public uii-
.employment, benefits were being received by only about two-thirds of
laid-off workers and represented compensation for only. 20 to 25 per-
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cent of the Nation’s total wage loss due to unemployment. In a num-
ber of the areas with severe and long-continued unemployment only
about one-third of the laid-off workers were receiving benefits at the
end of 1949. . .

The fact that unemployment-compensation payments are so large
when 3,500,000 persons are unemployed is ‘an additional reason why
we, as a nation, must strive to reduce this unemployment, as called
for in the Economic Review.

Question 16 , .

The new Wages and Hours Act takes effect January 25, 1950, and
‘the Department of Labor has snggested that the increase of 40 cents
“an hour will fall short of buying what it would have bought when
the first Wages and Hours Act was passed. Does not the new act
merely add to inflationary pressures that beset us from every angle?

Comment.—The facts are that the cost of living has increased so
“much during recent years that employees being paid 40 cents an hour
today are receiving only about 25 cents an hour in buying power com-
pared with what 40 cents would buy when the Fair Labor Standards
.Act was passed. : :

As a result of the war, the levels of wages, prices, and profits in mon-
.etary terms have all been raised. Because of this workers today re-
ceiving only 40 cents cannot possibly maintain decent living stand-
ards. A 40-cent wage does not provide adequate purchasing power
to enable those persons receiving it to adequately support the market
for the goods being turned out by our highly productive economy. It
appears, therefore, that there'is a valid social and a valid economic
argument, for raising the minimum wage.

Whether a 75-cent wage necessitates a price increase by an employer
.depends of course, upon what productivity changes-have taken place
in the particular establishment. It is estimated that productivity in
manufacturing generally has over the long run been inereasing at an
annual rate of something like 214 or 3 percent and for the economy
as a whole at something like 2 percent. In the situation existing cur-
rently of higher price levels and of high productivity, and in view of
the relatively few employees affected in any large measure by the
new minimumn, it-does not seem that the new law “could add greatly to
inflationary pressures.” :

In any case, the strong inflationary pressures that existed in 1946,
1947, and 1948 have moderated. The Council does not think that a
minimum wage of 75 cents an hour will confront us with the danger
of renewed inflation. :

-Question 17

Do you consider that unemployment payments, social-security pay-
ments, and all other payments and expenditures made by the Federal
Government, tend only to increase inflationary pressures ?

-Question. 18
Is it not a fact that all Federal expenditures are inflationary, and
. démand readjustments to meet the inflation they cause?
Comment.—The.impact of Federal expenditures can be appraised
only if considered in the light of methods of financing and in the light
of economic circumstances. Under our social-insurance system the
Federal Government is collecting substantially more contributions



80 JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT

than it is disbursing to beneficiaries. Therefore, the social-security
system, viewed as a whole, has been deflationary rather than infla-
tionary.

Considering all cash payments to the public and cash receipts from
the public of the Federal Government, the Government received more
in taxes than it spent through most of the period from 1946 through
1948. Thus the net effect of Federal fiscal operations was to reduce
the inflationary tendencies that prevailed during this period.

Question 19

It has been suggested that if the President’s predicted raising of
national and private income does reach the goals he set, the value and
purchasing power of the dollar will be correspondingly reduced?
(David Lawrence has éstimated that if the President’s goals are at-
tained, the dollar will have a purchasing power of about 18 cents.)

Comment.—The suggestion amounts to saying that income, in real
terms cannot increase at all in the next 5 years. We cannot agree.
The estimated goals set forth by the President for 1954 assume the
same price level as in 1949. The growth in output and income arises .
mainly from an expected rise in output per hour of work, and to a
smaller extent from an increase in the working population. Any
increase in the price level over that of 1949 would make the projected
income higher. _

The decrease in the buying power of the dollar in the past 50 years
was due in largest part to two world wars and to the ensuing inflations.
Some business experts even go so far as to say that it was “perhaps
entirely” due to the two wars. Any assumption that a corresponding
decrease in the value of the dollar will take place in the next.half
century apparently involves the further assumption that there will be
two more world wars and that we have learned nothing from past
experience about controlling inflation, which will permit us to avoid
the same consequences as those following similar events in the first
half century.

Question 20

- Since the devaluation of foreign currencies, it is noticeable that our
exports are down and our imports are increasing rapidly. Do you
subscribe to the theory that the devaluation of foreign currencies will
result in flooding our markets with goods that will undersell our own?

Comment.—The Council does not expect devaluation of foreign cur-

-rencies to bring about an increase of imports that could properly be
described as “flooding our markets.”

The decrease of exports and increase of imports referred to in the
question began several months before devaluation occurred. Exports
began to fall in July. Their decline is in large part the result of meas-
ures taken to stop the drain of the United Kingdom’s gold and dollar
reserves that resulted from the rise in the sterling area gold and dollar
deficit which began in the spring. The recovery of imports-began in
August and appears to have resulted from the same forces that brought
about general economic recovery about that time; i. e., the resumption
of business buying. The increase in imports continued to the -end of
the year, but the rate of increase was diminishing.

A further increase in the quantity of imports is to be expected as
a result of devaluation. A rise in 1mports is essential if the export.
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surplus is to be significantly reduced without harmful effects upon

foreign countries. The export surplus is being financed mainly by

Government aid, and a decrease in the export surplus will make it

possible to reduce this important element of Government spending.

If high levels of domestic demand are maintained in accordance with
the Employment Act, increased imports can be absorbed without re-

ducing the market for domestic production, and indeed consistently

with increases in that market. (The Council’s views as to the effects of

devaluation on United States foreign trade are stated in its January

1950 ;&nnual Review in the paragraph beginning at the bottom of-
p. 58.

Question 21.

With foreign trade barriers being leveled, under the Reciprocal
Trade Agreements Act and under the Foreign Assistance Act, do you
consider there will be a tendency to importations of cheaper merchan-
dise that will injure American industry and labor?

Comment.—The reduction of foreign trade barriers under the Re-
ciprocal Trade Agreements Act—no reductions are being made under
the Foreign Assistance Act—will reduce interferences with the Amer-
ican citizen’s ability to buy goods from the cheapest sources. As a
result, an increase 1n imports is to be expected, but not to an extent
that will injure American industry and labor. Since 1947 the stand-
ard escape clause has been required in all new reciprocal trade agreg-
ments. This clause provides protection against such harmful effects
by providing for the withdrawal, modification, or suspension of con-
cessions that cause or threaten to cause serious injury to domestic
industry. In administering the act, great care has.been exercised
to avoid any reductions in trade barriers which would result in such
injury. Should injury result from unforeseen developments or from
concessions made under the act, a procedure has been established un-
der which the domestic industry may request an investigation by the
Tariff Commission looking toward appropriate action.

It should be noted that increases in the dollar value of United States
imports have a stimulating effect upon United States exports. Under
present conditions, our exports are limited mainly by the supply of
dollars available to foreign countries. Expanded imports increase
this supply of dollars.

It should also be noted that concessions under the act are reciprocal.
While the concessions made by other countries on imports from us may
not have much immediate economic effect under present conditions,
they will become effective when the foreign countries aré able to pay
for larger quantities of our goods.
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[The following hearings were held in executive session of the committee but
are made a part of the printed record by mutual consent]

WEDNESDAY, JANUARY 18, 1950

Coxcress oF THE UNITED STATES,
Joint Codmrrree oN THE Ecovonmic Reroxr,
: C Washington, D. (.

The joint committee met, pursuant to adjournment, at 10:20 a. m.,
in room 318, Senate Office Building, Washington, D. C., Senator
Joseph C. O’Mahoney (chairman) presiding. :
* _ Present: Senators O’Mahoney (chairman), Flanders, and Watkins;
Representatives Buchanan and Rich. ’ '

Also present: Theodore J. Kreps, staff director; Grover W. Ensley,
associate staff director; Fred E. Berquist, economist for the minority,
Joint Committee on the Economic Report.

Frank Pace, Jr., Director ; Frederick J. Lawton, Assistant Director;
Elmer B. Staats, Executive Assistant Director; G. Griffith Johnson,
Fiscal Division; Donald B. MacPhail, Legislative Reference Divi-
sion, Bureau of the Budget.

- Dr. John D. Clark, Council of Economic Advisers. o

The Cratryan. We have before us this morning the budget. You
gentlemen from the Bureau of the Budget have the slight task of
telling us about it. I understand that you do not have a prepared
statement. In our session today I think it is just as well not to have
a statement as it will develop the freedom of across-the-table dis-
‘cussion. I do not want to suggest to you how you should start—I
leave that in your hands. Mr. Pace, will you take the lead?

Mr. Pace. Mr. Chairman and members of the committee, I want
‘to say first that it is a pleasure for me to have an opportunity to appear-
before this committee and discuss the Federal budget and its general
relationship to the economic report.

I want to say secondly that I chose to speak to you directly rather:
than from a prepared statement, because I felt that, although my
presentation might suffer, as a presentation, I would be in a position
to produce more substance by discussion.

In discussing the 1951 budget, I would like first to call attention
to certain new features of the document which I think will be of
great aid to this committee and all Members of the Congress in their
consideration of the budget. I will not discuss the fact that the
budget is presented for the first time on a performance basis, which
fundamentally provides not only the Congress but the executive branch
and the people themselves a better opportunity to evaluate what the
money is actually being spent for and furnishes a better basis of com-
parison within the various branches of the executive branch.
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Secondly, for the first time, we have presented in the budget what
is known as a character classification. This classification is de-
signed to show those items of expenditure in the Federal budget which
might be considered to be returnable. It provides the same sort of
information that a capital budget provides generally for a business,
except that it, of course, does not provide for depreciation. This
would be an exceptionalfy difficult problem, as you can see, in the
Federal budget. Nonetheless, for the benefit of the Congress and the
people, that particular section is in the budget.

Furthermore, the budget this year also includes a “Management”
section. This is included because for the first time an active man-
agement-improvement program has been integrated into the budget
or fiscal process on a formalized basis. I think this particular
“Management” section will give this committee a picture of exactly
where the Federal Government is moving in this particular area, both
with respect to the reports of the Commission on the Organization of
the Executive Branch of the Government and with respect to actual
performance within the executive branch. A

The CrarrmMaN. Where is this particular classification to be found ?

Mr. Lawron. Page 1113.

The CuairmMaN. Performance basis, of course, runs right through?

Mr. Pace. It runs right through the budget; yes, Mr. Chairman.

I intend to confine my remarks, with your permission, to the
expenditure programs and their outlook, because the tax features
are %enerally in the province of the Secretary of the Treasury, and
the President’s tax message is currently being prepared. Therefore,
any statement I might make would be premature. .

1 thought that it would be useful to this committee if T touched
on four general areas. I thought I would touch on the general process
of preparing the budget and some of the major policy issues in its
preparation.. I thought that I would also discuss the particular situ-
ation which was faced in preparing the 1951 budget with respect to
the kind and type of commitments that were already undertaken in -
the Federal program. ,

Third, I thought T would talk about the assumptions and the poli-
cies that were followed in preparing the 1951 budget—in other words,
the policies and the economic assumptions underlying it. I thought,
finally, I would indicate where, from the President’s point of view,
the present 1951 budget might take us in the future.

I can vary my presentation in any form that suits the committee,
but that seemed to me to be the most logical method of expressing
exactly how the 1951 budget fitted into the general economic picture.

The Cramman. So far as I am concerned, Mr. Pace, I should be
interested in your summary now of what you call returnable items
because, as a member of the Appropriations Committee, I know that
we have never paid any specific attention—that is, in the sense of
having any aggregate figures—to those appropriations which go into
productive enterprise which bring back payments to the Federal Gov-
ernment or which result in the acquisition of materials which are the
property of the Federal Government.

or example, in the last session of Congress, as you know, there was
quite a long struggle in the committee about the expenditures for
stock piling. Now, ordinarily the appropriation for stock piling just
goes as an expenditure, and little or no attention is given to what the
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Government receives in return, but it is a very definite acquisition
because it is physical material which is the property of the. Govern-
ment and, therefore, on a regular balance system the whole thing
would be written off.

Mr. Pace. May I speak to that in connection with my development
of the whole program?

The CuaRMAN. Very well. :

Senator Fraxpers. May I ask you first—I do net see that this par-
ticular question that is segregated in the big budget book is segregated
in the little book—The Budget in Brief. :

Mr. Pace. It is not. It was felt to be too complicated. )

Mr. RicH. In reference to the duties to be performed by the Budget
Bureau, are you a representative of the Federal Government, insofar
as you are trying to present a program to the Congress in the form of
a budget that you consider the sound, just, and proper thing to do,
or are you submitting a budget that 1s supposed to be the will and
desire of the President? ]

Mr. Pace. Definitely the latter, sir. We are a staff agency to the
President within the executive branch. We follow his policy and di-
rection. The policies he establishes are the policies that are included
in the budget. We are merely the vehicle by which the budget is
actually produced and transmitted to the Congress. Of course, we
also have the responsibility of advising the President on the implica-
tions of policy decisions in each area.

Mr. Ricu. The responsibility for the budget, the amount of the
income and outgo, depends entirely upon his judgment and what he
wants, and you are only the agency and speaking for him?

Mr. Pace. We speak for him only in a staff capacity.

The CHAIRMAN. It seems to me that might be clarified just a little
bit. You do not want to leave the implication that by direction of
the President you come up here with suggestions for expenditures
which have not previously been authorized by the Congress, do you?

Mr. Pack. Noj not at all, Mr. Chairman. The budget is primarily
based on what, in the President’s judgment, is required to carry out.
provisions of existing law. All of the detailed material on the pro-
grams of agencies is based on programs already authorized. - Since
a2, budget to be meaningful must be comprehensive, however, the Presi-
dent’s message and summary statements include estimated expendi-
tures for any new legislation the President is proposing. Actual
requests for appropriations to carry out these programs are not trans-
mitted to the Congress, however, until after the authorizing legisla-
tion has been passed.

The CrarMaN. So that your budget is divided into two segments,
one designed to carry out a policy already adopted according to con-
stitutional method by Congress with the signature of the President;
and, two, those included in the budget message suggesting legislation
which would authorize future expenditures.

Mr. Pace. That is exactly accurate. My intention in answering
the question was to indicate that our function in performing for the
President the operations that we perform is that of carrying out
Presidential determination. ‘

Of course, the President’s determinations are based upon laws en-
acted by Congress.
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Mr. Rica. You can see that the President has to have somebody
at his defense at all times, especially in this committee.

The Cuamrman. Sometimes I think it is the Congress that needs
the defense.

Mz, Ricu. I think it is both.

Senator Warkins., May T ask a question to clarify the work of the
Budget Bureau?

The CHamrMaN. Yes, sir.
~ Senator Watkins. As I understand, you say you are the vehicle
through which the President works in these policies that he has de-
termined he wants to follow. .

Mr. Pace. One of the vehicles, yes, sir. :

Senator Warkins. And when you speak, in effect you speak under
the direction of the President.

Mr. Pace. That is correct; yes, sir.

Senator Warkins. So, when a measure that has been introduced
is sent to you from one of the committees and the committee wants
a report, when you give it your approval, you are speaking in effect,
for the President. It is in accordance with his policy, and you are
stating it for him. :

Mr. Pace. When we state that it is or is not in accord with the
program of the President, we are stating that position for the Presi-
dent.

Senator WarkiNs. When you approve a program and say it con-
forms to the President’s program, it is tantamount to saying the
President will sign the measure if it is like the one .ydu consider?

Mr. Pace. It is not tantamount to saying that, because there might
be later considerations that might cause the President to change a
position. '

Senator Warkins. It would be his view at the time you made that
statement ?

Mr. Pace. That is right. It would be his view if it is specifically
stated that a legislative proposal is or is not in accord with the pro-
gram of the President. Sometimes that specific wording is not in-
cluded in a report because there has not been sufficient opportunity
to consider the proposal thoroughly, but generally- that is true, sir.
. Senator Warkixs. Your statements are not made to the Congress
directly through the committees, but are made to the inquiring depart-
ment of the Executive Office; are they not? You do not write a letter
to the committee itself; do you? '

Mr. Pace. Yes, sir; we do. .

Mr. Lawron. We supply advice to the Congress only when asked
directly by the committee. Normally, our advice is given to the
agency to include in its report to.the committee. That is, about 90
percent of it at least. . .

. Senator Watkins. The reason I am asking these questions is because

1 probably do not understand just how the Bureau of the Budget op-
erates, and I have noticed from time to time the departments will say,
“This hasn’t been submitted to the Bureau of the Budget, and we
don’t know whether it is in conformity with the. President’s program
or not.” I want to develop how this Bureau operates in connection
with requests for legislation.
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The Cramman. May I say in this connection, frequently the In-
terior Committee has wanted a report on a bill which has been intro-
duced, but the committee has not received a report from the Depart-
‘ment. So, at the direction of the committee, I have called up the Secre-
tary and said, “We are waiting for a report on this,” and his reply
would be, “Well, it hasn’t cleared the Bureau of the Budget.” I say,
“Well, give us a report anyway.” Then they will send up a report
expressing their opinion, but they will be careful to hedge by saying,
“This has not been submitted to the Bureau of the Budget, and we
don’t know whether or not it is in conformity with the President’s
program.”

Senator Warkrys. What I am trying to-develop—I have in mind.
that the Bureau of the Budget in effect is speaking for the President as
to whether or not the program is in conformity with his program.

Mr. Pace. That is fundamentally correct. .

Senator Warkins. When, for instance, a matter comes to you from
the Interior Department, a reclamation program, a bill of that kind,
you, in behalf of the President, attempt to pass on it to see if it is in
conformity with his program?

Mr. Pace. Yes; we do, but we also obtain views of interested agen-
cies.

Senator Warkins. Do you have engineers there to pass on the en-
gineering features of a project?

_Mr. Pace. We have engineers, but fundamentally the President’s
position on technical -phases of the projects is determined from the
comments of all agencies.

Senator Wartkins. As a matter of engineering, for instance, the
Bureau of Reclamation sends a message over; it has been sent down
to the Interior Department and finally comes to you. You cannot send
that. to any other engineering organization, can you, because it has
already been referred to an engineering organization?

Mr. Pace. It is entirely probable that it would be referred to the
Department of Agriculture, the Corps of Engineers, and the Federal
Power Commission. . - .

Senator Warkins. I mean for the engineering phase of it.

Mr. Paci. Only for the enginecring phase. The information that
comes from the Bureau of Reclamation is probably our major guide.

Senator Warkixs. Do you have engineers there who attempt to
pass on.what the Bureau of Reclamation recommends?

Mr. Pace. We do have men with engineering experience in the Bu-
reau of the Budget; yes, sir. _ _

. Senator Warkins. And at various times they have attempted to
say whether or not this project is feasible from the standpoint of en-
gineering or from the standpoint of economics? :
~ Mr. Pace. Taking into consideration the positions as expressed
by the various departments, yes, sir. i ) .

" Senator Warkixs. And how many engineers do you have, men with
engineering experierice? .

Mr. Pack. Specifically, we have only a small number.

Senator Warkins. I would like to know how many.

Mr. Pace. We probably have 10 examiners in the civil-works field
who are engineers. A Fundamentally, the engineering and technical
determinations are the responsibility of the departments.
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Senator Warkins. I do not want to pursue this too far, but I have
been wondering, for instance, with a project like the central Arizona.
reclamation project—do you recall that one?

Mr. Pacg. Yes, sir; I do. '

Senator Warkins. Did your engineers attempt to pass on that?

Mr. Pace. Yes, a recommendation was made to the President after
review and analysis in the Bureau of the Budget, just as is done on.
all major projects.. The determination was made at the Presidential
level. As to the engineering feasibility of it, that fundamentally is:
a responsibility of the operating agencies.

Senator Warrins. Would you take the recommendation of the:
gg@ency sending it over to you rather than your own engineers’ view of’
1t?

Mr. Pack. In terms of feasibility, generally, yes.

Senator Warkins. And from the standpoint of economics as well,.
inasmuch as they do have economists in the Bureau of Reclamation,
would you take their findings?

Mr. Pace. Not conclusively, sir, because any agency generally views.
the proposition only as it relates to a specific area and to a specific
project. The responsibility of the President, however, is to consider-
1ts relationship to the whole fiscal program of the Government. The

" Bureau of the Budget is the one place in which the opportunity lies. -
to give it that sort of consideration.
enator WATKINS. Suppose the policy had already been determined
to build reclamation projects that did fit into the over-all economic
picture and the program of the President. Would your staff attempt.
to pass on whether or not this particular project was feasible from:
the standpoint of economics?

Mr. Pace. From the point of view of economics, it would be a Presi-
dential determination of whether it fitted into the program. :

Senator Warkins. I am assuming, if you keep in mind what I have
assumed, that it is the policy of the President, for instance, and the -
administration, to further a reclamation program.

Mr. Pace. That is correct.

Senator WaTkins. And under a general set-up whereby the costs:
are to be returned or allocated to various things that may be charged
against the National Treasury—would your office attempt to deter-
mine whether or not that project fitted within that situation and pass:
on the economics? : :

Mr. Pace. We would pass not only on the over-all economic feasi-
bility but on whether the allocations of costs were in accordance with:
law. The President is committed to a program of national security
a program of international development, a program of agriculturaf
development. In each of these areas he is committed, but the extent:
to which he can move is one that is determined by over-all fiscal con-
siderations as well as the demands of the international and national
security situation.

Senator Warkins. What I am attempting to do is to assume a gen-
eral approval of the program and get right down then to say whether
or not a particular project fits within that or not. I am assuming
it is part of the national policy and has been approved as part of our
security to build these projects.

Mr. Pace. That is correct. The problem then is the extent to which
we move and the timing. -
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Senator FLanpers. What about the selection of particular projects?

Senator Warkins. That is the thing I am trying to get at, as to
‘whether or not they pass on this one, and say this one is economically
feasible or not, and then whether or not you have the staff to do that
:sort of thing.

Mr. Pace. Based upon information that comes to us from the de-
‘partments, we have information as to merit and relative priority of
particular projects. That information is not developed purely within
the Bureau of the Budget.

Senator WATKINS. You attempt to check up on that by independent
investigation ? )

Mr. Pace. In certain cases yes, depending upon the scope of the
project involved. In other words, our people travel out in the field
from time to time during the course of the year, and check on projects.

Mr. RicH. You try to get the over-all picture as to whether the
.general economy would meet such an expenditure of funds at this
particular time? .

Senator Franpers. Or particular spot.

Mr. Pace. Or at that particular spot.

Senator Wargins. To be specific about it, to get down to see how
it, works in practice and not just in theory, take the central Arizona
‘project. That is an immense project. As I remember, there were
-certain findings and communications from the Bureau of the Budget—
probably you were not responsible at the time, because it happened
:some time ago—certain statements that indicated some doubt about
that entire situation. Having before you the general policy of the
.administration of the country to favor these reclamation projects,
et cetera, I am wondering how you would go about making that test,
what kind of a staff you have, how many people are qualified to make
.a determination on a project as immense and big as the central
Arizona. Probably it has taken many, many years and hundreds of
engineers to work 1t up. A

I want to find out how much trained ability and experience you
‘have in your department and also the personnel to take care of pass-
ing on it, almost like the Supreme Court passing on whether that
‘project is or is not going to be approved.

Mr. Pace. I will say the men we have are men of broad experience
_generally in-the particular fields in which they operate. Our staff is
small, of necessity it must remain small to be cohesive. If it were
larger, it would be less effective in my estimation.

Senator Fraxpers. Would you not, furthermore, be duplicating
.other staffs in the departments?

Mr. Pace. That would be true. '

Senator Warkins. All of that can be granted, but I get to the
point : How, with that kind of staff, can you attempt to pass on what
‘maybe thousands of men have worked up who were experienced in
the particular field and specialists in that field ?

Mr. Pace. I think if I were to give you a broad over-all answer to
your question, it would be this: That somewhere in the executive
‘branch there must be some central staff group responsible for working
with the agencies and advising the President on projects or proposals
as they relate to his policy. The size of that organization should be
kept as small as possigle, so as to avoid duplication.
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If you did not have such staff review and coordination and if you
took all the recommendations that came from men of vast experience
in the individual departments, you would probably have a Fed-
eral budget involving expenditures of around $65,000,000,000 or
$70,000,000,000 instead of $42,000,000,000.

Senator Warkrns. I think you are still not starting off with the
premise that I started with. Assuming that the comprghensive recla-
mation program is already agreed upon and is part of the policy of.
the President—now come to individual programs.

Senator Fraxpers. May I ask what I think is a clarifying question ?
On this Arizona project, for instance, do you do a simple division,
just common arithmetic, and inquire as to what the cost per acre
would be?

Mr. Pace. That is correct.

Senator FLaxpers. And use that as a part of your judgment in de-
termining it?

Mr. Pace. That is correct. It is, of course, only one of the many
considerations involved in determining thé justification for a project.

Senator Warkrns. Of course, I happen to know that project pretty -
well and listened to the testimony. That would not be a determining
factor. It was recommended by the Bureau of the Budget and others,
.and I want to know just what happens in the Bureau of the Budget,
what machinery it has, what personnel it has, how well trained they
are to pass on work involving many, many thousands of men, special-
ists in the field.

* Senator FLaxpers. As a taxpayer, I am interested in the cost per
acre. .
Senator Warkins. I am, too, but you would be surprised if you
heard the cost per acre in that project.

Mr. Ricr. Mr. Pace, do you ever have any influence brought to
bear upon the Budget Bureau, to have projects promulgated with the
idea of trying to have them completed as soon as possible, by Members
of Congress who use their influence to have these projects put in after
the bill has gone by the Senate and House?

Mr. Pace. Obviously, we have requests of that nature and requests
that they either be included or speeded up. I will say in all fairness
and honesty that the requests have all been on a basis of presentation
of facts. I know of no situation where anyone has ever attempted
to exert pressure other than the pressure of their own individual inter-
est m the program on me or on any member of my staff since I have
been Director of the Budget.

Mr. Rici. Then you use’your own judgment, regardless of whether
you have had the request from either Representatives or Senators
to do certain things. You render your decision on what you believe
to 1E)e Zan over-all policy for the best'interests of the country. Is that
right? ' :

Mr. Pace. That is right. There are now on the shelf nearly
$11,000,000,000 in authorized projects, not including the cost of com-
pleting projects actually under way. If all of those projects. were
started, we might face a situation of dangerous fiscal imbalance.

Mr. Rici. Tell me why, then, you have recommended for 1951 a
budget that is $5,100,000,000 more than your income ?

Mr. Pace. Ithink thatis certainly a very fair question.
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Senator Wartkixs. I wonder if he could answer mine before he gets
into that general field.

The Cuamaaxw. I think Senator Watkins wants to clear up his

oint. :
P Senator Warkixs. Ido nothave the answer yet.

The Cmamaan. May I make this suggestion? I think the witness
has not quite gotten the point of your question. Assuming, as Sen-
ator Watkins does, that there is a general over-all approval of the

‘reclamation program, assuming further that Congress has authorized
" a broad series of projects, and there are before you the estimates of
the costs of those projects: How much of a staff do you need to deter-
mine whether or not those projects can be financed out of the receipts
which your estimates indicate the Federal Government will have
for the year during which the work is to be initiated and carried on?

Mr. Pace. We have approximately five men on reclamation.

The Cramraax. Is it not a fact that you can balance the fiscal feas-
ibility of the proposed projects, the cost of those projects, with the
income which the Federal Government can in the opinion of the Presi-
dent devote to resource development, with a small staff?

Mr. Pace. We can, as far as it lies within the capacity of human
capability to do so.

The Cramrarax. In other words, you do not-undertake to duplicate
the engineering work of the Bureau of Reclamation ?

Mr. Pace. That is true. :

The CrairyMaN. You do not undertake to duplicate the work of any
other agency that may have any part in presenting the original project
to the Congress for authorization.

Mr. Pace. That is also true.

Senator WarkinNs. That is only part of it, sir. You assume we have
had an authorization of Congress, it has been authorized by legisla-
tion. Now, we send a measure to you like the central Arizona and, as
I recall, the Budget Bureau has stated some very definite ideas about
the feasibility and the economics of that situation, not, on the over-all
program, but whether or not that particular one is feasible.

Mr. Pace. That is correct.

Senator Warkins. As I understand it, in order to do that you must
of necessity have your engineers review it, and your economists review
it, and determine whether or not that particular one is feasible from
the standpoint of economics and engineering, et cetera. - .

Mr. Pace. Naturally, we review it, but i determining individual
projects it is fundamentally necessary that we consider over-all
considerations.

Senator Warkins. I realize that and admit that phase of it.

Mzr. Pace. That is our major function.

Senator Warkins. Don’t you go beyond that? Don’t you know of
cases where you have gone beyond that and attempted to pass upon
the economics of that particular project and engineering feasibility?

Senator FLaxpers. Perhaps it would be useful to ask you what your
considerations are in picking out the most feasible projects from the
sum total of authorized projects, which are obviously too great for
any fiscal year. You must have some considerations you use in pick-
ing out the projects which you recommend. .

Mr. Pace. That is mainly an agency responsibility.
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Senator Fraxpers. Compare the feasibility.

Senator WartkiNs. I was coming tothat. Iam taking one at a time.
I do not want us to dive off again like we did yesterday.

Mr. Pace. I am very anxious to stick right with you on this. I
have no desire to——

Senator Warkins. I want the answer because it bothers me. I want
the information. I am not just making an attack.

Mr. Pace. I understand. The answer primarily is that our respon-,
sibility principally lies in the determination of the economic feasibility
of the projects and their relationship to the program of the President.
In terms of problems that relate to engineering, my staff can and does
raise questions with the Departments concerned, because one of our
responsibilities is to assure that things are done as economically as
possible.

Senator Watkins. Even on the feasibility from the engineering
point of view, don’t you raise questions?

Mr. Pace. We do raise questions. That is our responsibility.

Senator Warkins. And suppose that your engineers determine in
their judgment that this particular project is not feasible from an
engineering point of view, and that was the only thing against it,
would you turn it down or recommend against it because in the opinion
of your engineers it was not feasible? :

Mr. Pace. Probably not. In any event, that would be a situation
you would take——

Senator Warkins. Wouldn’t you tell the President? You are
speaking for him.

Mr. Pace. I understand that, but it is true when we speak for him,
we generally consult with the President and lay both sides of the case
before him. We usually would have representatives of the Depart-
ment of the Interior present under circumstances like that for an
opportunity to present their position to the President.

We perform a staff function. We advise the President on both sides
of the situation, and when we make a recommendation to the Presi-
dent, it is generally in terms of economic feasibility. But the final
determination is his. )

Senator Watkins. For instance, on a project like that, before you
finally gave it clearance from the Bureau of the Budget, would you
take that up with the President? '

MY. Pace. In all probability, yes, depending on the size and im-
portance of the project. I have this difficult proposition before me,
Senator. I seek in all cases to bring before the President all problems
that relate to fiscal policy determination. I like to have actual Presi-
dential determination on all possible matters, certainly those of major.
determination. It is also true that it is impossible for the President
to pass on everything. IfI err, I err on the side of getting his decision
too often rather than too seldom.

- Senator Watkixs. To go back to the number of men, you say you
have about five that are assigned to that?

Mr. Pace. About five; yes, sir.

Senator Warkins. Now, with respect to this general policy, is it not
true that you have had a Presidential direction that there shall be no
new reclamation projects nor any acceleration in the construction of
the old works already started unless an emergency exists?

Mr. Pace. You mean for the fiscal year 1951°¢
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Senator Warkins. For all the years; as a matter of fact, for the last

several years, hasn’t there been a directive to your Bureau from the
President on that point?

Mr. Pace. The answer to that—and I will ask Mr. Lawton to check
me on this—is “No,” There is no such directive from the President.
The President’s position in this particular fiscal year is that there
will be no new starts in the reclamation area. This position is die-
tated primarily by the fiscal situation of the Government. : )

Senator Warkins. Whatever dictates it, I am trying to find out
this: Has there been such a directive?

Mr. Pace. The answer is, “There is such a policy in this particular

ear.”

Senator Warkins. That there shall be no new projects started this
year and no acceleration of the progress of the old except in cases
©of emergency? ' ;

Mzr. Pace. No new and no acceleration of the old.

.Mr. LawTtoN. That is right. The minimum economic rate.

Senator Warkins. I had a project I wanted to get a million dollars
extra to take care of—what I though was an emergency. I received
‘the information then from the Bureau of the Budget—I do not re-
call whether it was Mr. Webb or you or some man assigned to rec-
lamation—that that year there was a directive from the President
that there was to be in substance what I lave just said to you and

" :what you said is the policy for this year.

Mr. Pace. The year 1951 is the first year the President has spe-
cifically prescribed no new starts in this particular area. I would
say, however, that for the past several years there has been a pretty
restrictive policy on public works and both my predecessors and my-

. self have had to say the same thing to a great many Senators and
Representatives in terms of individual projects——
enator Warkrns, For this year?

Mr. Pace. For this year and for past years.

The Cramrman. There was a time back in 1945, as I recall it, when
Congress passed appropriations for reclamation and flood control,
and the President did not permit the agencies to expend the money
that was appropriated. So it was done at a previous time, but that
was before you had become Director of the Budget, Mr. Pace. Do
you recall that?

Mr, Lawron. That was the moratorium in 1946. But that was a
delay for about 6 months rather than a curtailment.

The CaairMaw. I remember the work was suspended; the money
“was there. :

Senator WarriNs. May I finish that, and then I am through. I
‘had that experience. I called personally and I talked with some mem-
ber of the staffi—I thought I talked to either the Director or one of .
‘the Assistant Directors of the Bureau of the Budget—and I was told
that there were to be no new projects authorized—and that was not
-in 1951, that was not this current year, but that was several years back.
In other words, the Bureau was not to approve the authorization of
any new projects, or acceleration of construction of any old ones,
«except in case of emergency.

Mr. Pace. I think I have answered your question.

61483—50——T7
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Senator Watkins. Did that policy apply only to the present time
or did it exist several years before? I am talking about 1947 and
1948 and 1949 as.well.

Mr. Lawron. Last year, 1949, and 1950, projects for power were
permitted to go ahead at a relatively rapid rate. Other projects, going
projects, were at the minimum economic rate. - There were only a few
starts on features of projects, but no major new projects were started.

Senator Watkins. In other words, they were not authorized, the
Bureau was instructed not to approve them. When the bills would
be sent in for these, the Bureau was instructed not to approve them
by the President, as I understand it. :

Mr. LawtoN. You are referring to authorizing bills?

Senator Warkins. Or approving.

Mr. LawroN. This was different. That policy did not apply to the
authorization of projects. It applied to appropriations.

Mzr. Pace. There were a substantial numger of authorizations.

Senator Warkins. You turned down authorizations as well.

Mr. Pace. Turned down some, but not for that reason.

Senator Warkrxs. I wanted to know whether or not that was under
this general directive.
© Mr. Pace. I can state as far as my experience in the Bureau goes,
which is only 2 years, Senator, that this is the first year you have a
rule of absolutely no new starts. ' : ]
~ Senator Warxkrns. That applies to authorizations as well as appro-
priations? :

Mr. Pace. That applies only to appropriations. At no time since
I have been in the Bureau has there been any general rule opposing
authorizations.

Senator Warkrxns. I got the contrary impression. I made a note -
at that time and the correspondence was dictated on it, and I just
wanted to find out from you people direct whether or not that has
been the policy.

Mzr. Pace. That is the direct answer.

Senator WarkInNs. You were not the man, I am sure, I talked to,
but somebody there gave me that impression that they had to take
my request up with the President. We finally got it, but it took a
long time because they said there was such a directive.

Mr. Pace. There was none to my knowledge.

Mr. Rica. Mr. Pace, that in a measure helps to answer the question
1 asked a while ago. It certainly is good policy when we have as many
projects under construction as we possibly can complete over a period
of years not to start any new ones when you are going in the red
for some $5,100,000,000; is that not right ¢

Mr. Pace. That is the President’s determination for this year;
© yes, sir.

v Mr. Rica. Why didn’t you go beyond that when you found that
you were going in the red by this amount?

Mr. Pace. In that particular area there is no way to go beyond
that.

Mr. Ricr. I am not speaking of any particular reclamation proj-
ect or anything like that. I am thinking in terms of trying to get our .
income equal to our outgo. |

Mr. Pace. I think there are considerations that run beyond, at this
particular time, the proposition of making income and outgo meet.
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Certainly, it was the determination of the President that that was
true. .

The President has stated not only privately but publicly on many
occasions that he believes in a balanced budget. Fundamentally, the
principle and yardstick of a balanced budget is a sound one. The
President has stated and has determined in the.year-1951 that to’
attempt to achieve a balanced budget would detrimentally and funda-
mentally affect the country, particularly in terms of our responsibili-
ties in the security and the international areas. . :

Mr. Rica. If he believes in that policy, he has certainly been far
afield. He has not accomplished it in any sense of the word over the
past years. Let me read this statement made by Dr. Nourse last night
in Richmond : S :

The Fair Deal is trying to buy another year of prosperity with a risky
program of unjustified deficit spending. ) .

-Dr. Nourse was one of the President’s chief economic advisers; he
has advised the President over these years, but the President has not
listened to him. In your judgment, do you think we can continue
on in the way we are going with this deficit spending?

Mr. Pace. Over a long period of time deficit spending is certainly
a bad fiscal policy, over a long period of time, unless there are con-
siderations ‘ '

Mr. Rica. What do you mean by “a long period of time?” -

Mr. Pace. I am talking about a period of 4, 5,'6, or 7 years, unless,
if T may get in this qualification, there ‘are considerations that go
beyond the pure economic questions that a budget represents.

In other words, a Federal budget is no longer purely an economic
document. It isnot a statement of progress as, for instance, a budget
for a business or a budget for an individual is a statement of progress.
It is a statement of international and national security commitments,
commitments to pay obligations incurred by reason of past wars, and
commitments that are made in the domestic field. ‘

Mr. Rrcr. But, Mr. Pace, you can go on and elaborate on that but
take during the Eightieth Congress, we had a Congress in there trying
to cut down and hold the expenses down, and we accomplished 1t to
the tune of 8 or 9 billion dollars in 2 years. If it is not the will of
the people who are in the Congress and the Chief Executive to cut
these down, are we going to do it ? :

Mr. Pace. If I recall correctly, the recommendations of the Presi-
dent in those years actually contemplated a surplus. '

Mr. Rice. Why does he not do it in these years? Is there any
reason why he should continue on that way of spending now?

Mr. Pace. I call your attention to the fact that in 1948, when
Czechoslovakia fell, 1t affected the Federal Budget by around $3,000,-
000,000 that was actually voted to meet the international crisis that
arose at that time. You are still paying for that in 1951 in terms of
meeting commitments that were made at that time.

In other words, the budget is fundamentally not only a fiscal
document, it is a reflection of the whole policy of the Nation in
terms of both international affairs, national security, your payments
to your veterans

Mr. Rica. I realize that. I am not trying to get to the point where-
I cannot see that it is necessary for the Government to spend once’
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in awhile, but I certainly think under present-day conditions—when
our receipts are as great as they are and when the condition of the
country is as good as it is—that we should economize in many, many
ways, which could eliminate a great part of this deficit. That is the
point I want to make. If the President of the United States is
‘responsible for this, we ought to know it; or is the Congress respon-
sible for it?

Mr. Pace. The ultimate responsibility under the Constitution rests
in the Congress. The Presigent merely presents his recommenda-
tions to the Congress.

I would say that, in terms of economizing, I could not agree with
you more. I think trying to produce the most for the tax dollar is
all important. I would call your attention to the fact that both the
President and the Congress have moved ahead in the large economy
areas recommended by the Hoover Commission. I think that in terms
of saving—— :

Mr. Rice. We have only taken one step in that direction up to this
time.

Mr. Pace. You have taken a step in-the national defense field,
following completely the Hoover Commission recommendations, and
you have taken similar steps in the property field. The third iarge
area is the Post Office. There is now presidentially recommended
legislation before the Congress to carry out what the Hoover Com-
mission recommended.

Mr. Ricu. 1 hope they pass it. - .

Mr. Pace. So do I, sir; and there is also before the Congress at
the present time recommended legislation in the Civil Seivice area. -

The CuaIrMAN. Please do not overlook the State Department.

The Hoover Commission recommendation for reorganization of the
. State Department was one of the first laws enacted at the last Con-
‘gress, and then the Hoover Commission recommendation for the
reorganization of the Defense Department. That was passed by
the Congress.

Mr. Pace. That is correct.

" The CramrMaN. Two great departments of the Government have
already been reorganized in conformity with the Hoover Commis-
sion recommendations, with the approval of the President.

Mr. Pace. That is correct. I would say as far as economy is
concerned, it is a matter of establishing not only a better framework
for management, as the Hoover Commission has recommended, but
also creating the attitude and approach toward better management
practices that will produce results. To that end, it has to be made
a general practice in the Government as a whole to adopt improved
management practices. Savings in terms. of little savings are as im-
portant as big savings. I would be the last one to say there is not
some duplication and that there are not expenditures in the Federal
Government that should not be made. In anything as big as the
Federal Government there will always be, but the impulse and drive
we have put on has been in terms of creating a management system
that will eliminate duplication and unnecessary expenditures and to
get some understanding of the necessity for this all down the line.

Mr. Rica. I fail to see the drive that is being put on by the Chief
Executive for economy in Government. I just cannot see it. If he
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would assume the responsibility that I believe he should with his
departments and heads of the departments, he would get in there
with a big stick and say, “We must cut this down,” and he could easily
save four or five billion dollars in the overall, as I view it, taking in
the foreign aid, ECA, and our own establishments. I think he can cut
down two or three billion dollars without any difficulty. If the Presi-
dent does not do it, don’t think that the Congress is going to, because
there are too many Congressmen wanting things for their own dis-
tricts and they will be after him, and it is up to the President to hold
them down.

Mr. Bucaa~ax. Is it not a fact that the Congress turned down just
one of the seven recommendations of the President?

Mr. Pace. That is correct. '

Mr. BuceaNaN. That was in the field of Interior.

Mr. Pace. In the field of welfare.

The CHARMaN. We can get into quite a little argument as to what
should be done, without getting the facts. You were asked to come
here this morning in the hope that you might lay, the facts before us
with respect to precisely what you have done. I would like to bring
you back to that. I think it might be helpful if in the course of this
statement you should tell us precisely in what fields any effort has
been made to cut expenditures; in what fields reductions have been
made and why they have been made ; in what fields reductions have not
been made, and why they have not been made.

Then, after you have outlined what you conceive to be the fact with
respect to income and outgo, I think we would be in a much better
position to argue about it.

Mr. Pace. I appreciate the opportunity to answer the questions, Mr.
Chairman. I would like, if I could, to move very quickly over the
budget process; and then get into the heart of some things you are
perhaps more interested in.

One thing I would like to say at the outset is that there is a tendency
to evaluate the soundness of the process by which a budget is pre-
pared on whether a surplus or a deficit results. -

What brings about a surplus or deficit are fundamentally policy
determinations, economic considerations, and international consid-
erations, that go beyond the scope of the budget process. I think it is
an error and a mistake to judge and evaluate the budget process on
whether you produce a surplus or a deficit. That does a disservice to
the process itself. -

Now, if I could just for a moment, I would like to tell you just
how we worked on the 1951 budget. We began work on the 1951
budget last January—a year ago—right after the 1950 budget was
transmitted. My staff spent considerable time in the Departments
and agencies studying program problems at first hand and getting
a preview of what the agencies’ problems looked like in terms of large-
scale problems for the year 1951.

In April we began intensive discussions on what the over-all fiscal
considerations would probably be for the year 1951. To do this, we
consulted informally with the President’s chief fiscal advisers, and
discussed all broad-scale policy questions with the President. In this
respect, I might point out that we do not proceed solely on the basis
of our own information, but generally use all of the facilities of the
Government interested in a particular field. ‘
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" Based on these discussions, we then met during May with the Cabi-
net officers and the heads of all major agencies. At that time I out-
lined to them the problems that were involved and the fact that the
President had indicated that a stringent fiscal policy must be fol-
Jowed. Each Cabinet officer outlined the major programs he felt
should move forward in 1951 ; the ones he felt could be actually main-
tained at a level, the ones that could be curtailed, and most important,
those that could be-eliminated. ,

These discussions were usually attended, not only by the Depart-
ment head, but by his under secretary and his principal budget officers,
as well as by key members of the Budget Bureau staff. The larger
policy considerations which arose at these meetings were discussed
with the President, so that he could give us his determination on where
we should move in that particular field. .

After the President had made his determinations, the Budget Bu-
reau then set a ceiling on the major departmental activities, in line
with the President’s policy and in line with his determination on
where that Department must of necessity move in the coming year.

The ceiling process, which is only 2 years old, is, in my judgment,
one of the really significant developments in the budget field. It
has two very important results: First, it forces the head of an agency
or the head of a large department of Government to plan his own
program within specified limits. * He is given a certain figure as a tar-
get. He must decide where and how he will adjust -and balance his
program within these fiscal limitations. ’

Prior to the céilings, major determinations as to program and ex-
penditure levels were frequently made by division chiefs. Their de-
cisions went to bureau chiefs who reviewed them. Bureau chiefs
then sent these recommendations to the department level, so that, in
effect, a great deal of policy was determined from below rather than
from above. The Hoover Commission specifically raised objections
to this lack of top control. Under the ceiling process, top management
in each agency must play an active part in planning and deciding upon
the whole program.-

The second major result of a ceiling is that it promotes better and
more meaningful budgeting all along the line. Now, when a division
chief or a bureau chief plans his program, he plans it within the
confines of a certain amount of money, knowing that that rounded pro-
gram will proceed at.least as far as departmental level and then will
be considered by the Bureau of the Budget. Formerly, he faced the
problem of developing a program that could be drastically varied at
any one of the three or four levels. As a result, ceilings mean that
the gap between what the departments request and what the Bureau
of the Budget may recommend to the President under the policies
he has established 1s very definitely narrowed. = This helps reduce the
necessity of readjustment of program following hearings by the Bu-
reau of the Budget. ' '

It means one other extremely important thing, and that is that
although your program is controlled, it still permits flexibility. Each
agency is permitted to submit what is known as a “B” list of items
which fall outside the ceiling. These are items of importance an
agency is not able to include within the limits represented by the
ceiling. The “B” list also sets forth the priority given by the agency
to the items outside the ceiling. This permits the President and the
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Bureau of the Budget to evaluate these items, not only in terms of
their relationship to the program of the particular agency, but to
the Government’s program as a whole.

Following the submission of their estimates and supporting mate-
rial, the departments then appear before our examiners for intensive
hearings which start in September. At these hearings, agencies pre-
sent fundamentally the saine information as they present later to the
Appropriations Committees of the Congress. There is one important
difference, however. In the case of the Budget Bureau’s hearings,
many of the policy issues and assumptions have been determined in
the preceding months. !

The budget examiners who conduct the hearings, later prepare their
recommendations which they then present and justify before the Board
of Review of the Bureau of the Budget. This board includes Mr.
Lawton, our assistant director, as chairman, and each of the assistant
directors in charge of the various divisions. Mr. Staats, the executive
assistant director, also sits as a member of the board. The divisions
represented are the Fiscal and Estimates Divisions, the Administra-
tive Management Division, which guides and coordinates much of the
Government’s work in organization and management, the Legislative
Reference Division, which conducts the legislative clearance process
to which you referred earlier, and the Statistical Standards Division,
which acts as a central coordination and review point for all programs
in valuing statistics and questionnaires.

Thus, the focus brought to bear in the review board is not purely a
fiscal focus, but is a combined focus—legislative, management, and
ctatistical. 'The board reviews and adjusts the recommendations of
examiners and identifies policy issues for discussion with the Presi-
dent. The Bureau’s recommendations and policy questions are then
tully discussed with the President. Once his determinations are made, -
" agencies are notified by letter of the allowances to be included in the
budget. Of course, the agencies have the right of appeal, first to the

Bureau of the Budget and then to the President. The process of
review and presidential decision takes place in November and Decem-
ber. Then, asyou know, the budget is submitted in January.

I think the process by which the budget is prepared is as carefully
integrated and as intelligently programed as can be under current
circumstances. ,

I would like to leave the impression, and T welcome examination, that
the process, itself, is a close, hard, tight, grinding, and difficult one.

I wish I could tell this committee how many times I have sat with
heads of agencies who said that our lack of understanding of their
_program needs failed to move their program ahead, and we have
been forced to make adverse decisions, not because the program was
not._good, but because over-all fiscal considerations would not permit
us to expend the amount, of money involved. :

So much for the program, Mr. Chairman. Thatishow we operate. -

I would like to move on now. : .

~ Senator Watkixs. May I ask a question before you move on? I
understood you to say you have several billion dollars of projects on
the shelf. : :

Mr. Pace. That is right. : .

. Senator Warkrxs. They have been authorized but not acted upon?

Mr. Pacg. I think 11 billion dollars is the approximate figure.
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Senator Warkins. Do I understand it to be within the President’s
policy to keep on approving the authorization of more projects, even
though you have those on the shelf now?

Mr. Pace. Some of the projects are outmoded. -

Senator Warkins. What do you mean “outmoded?”?

Mr. Pace. I mean by “outmoded” that they were authorized many
Years ago. In some cases they probably require some reconsiderae
tion, both by the Congress and by the President. - o

Mr. Staats. The economic situation could have changed, so that the
return to the Government would be different for ditferent parts of
the program that were authorized maybe several years ago and would
no longer be considered desirable by the agency concerned.

Mr. Pace. Or by the people who originally sought them. .

Senator Warkixs. H}c))w do you determine the priority of those
who are going to be given the “go-ahead” when it comes to money ?

Mr. Pace. Generally on the basis of economic benefit that will
accrue and the over-all cost of the project in terms of actual return.

Senator Warkins. Who makes that determination ?

Mr. Staas. I think it might be helpful to say first we get a recom-
mendation from the agency concerned. As Mr. Pace pointed out
earlier, agencies are informed during the summer of the policies which
the President proposes to follow not only with respect to the total
budget but in particular areas, such as public works. Within the
- framework of those policies agencies plan and submit their requests.
Under the ceiling process, they themselves determine the priorities
they would assign to projects not included within the ceiling.

ur review then would be in terms of the economic necessity or
desirability of individual projects in the program they recommend.
Thus, the determination asto which projects are to be considered for
a particular budget is not primarily the Budget Bureau’s job. That
is the job of the individual agency responsible for the program. Our
task is to review the agency’s recommendations to be sure all projects
included are sound and that they are in line with the policies set by
President.

Senator Watrins. Your determination is subject to the decision of
the President?

Mr. Pace. Yes.

Senator WarkinNs. How do you determine out of the multitude of
recommended projects on the shelf which ones not to go ahead with
and which ones to start?

Mr. Pacr. 1 think my original answer stands. First, we have the
recommendations of the agencies themselves and the relative priority
they would assign to the limited number of new starts on projects
they are recommending. Obviously, an agency does not recommend
each year that every authorized project be started. The Bureau
analyzes these recommendations from a number of standpoints, includ-
ing the cost of the projects, the economic benefits, the relationship to
national defense, and many others.

Senator Watrixs. You would not say pressure from the States
would have anything to do with it ? :

Mr. Pace. I would say that as far as the Bureau of the Budget
is concerned, I can answer that categorically, “No.”

Senator Warkins. It does not do us any good to go to you urging
that these projects be stepped up ? o



JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT 101

Mr. Pace. I do not think that is a fair assumption from what I
said. I have never failed to hear the arguments that are made by the
Senators and Congressmen.

Senator Watgins. I think you listen all right; but does it do us
any good ?

Mr. Pace. If there are some facts we do not have, sir, it does. If
there are no facts that we do not already have, the answer is “No,” sir.

Senator Warkins. Then, finally, however, it goes to the President
to determine, and he has the ultimate responsibility.

Mr. Pace. That is correct.

Senator WaTkins. When a decision of that kind is made, it is the
decision of the President?

Mr. Pace. Itisthe decision of the President. :

Senator Warkins. I still want to get back to that one question, be-
cause it has to do with your methods. I cannot understand yet exactly
why you would authorize or approve the authorization of new projects
when you have so many already authorized that you cannot touch
under the program of the President.

Mr. Pace. 1 think the answer to that, Senator, lies in the whole
process by which projects are studied, authorized, planned, and finally
started. "As you know, the Corps of Engineers in the fields of river
and harbor improvement and flood control is specifically directed by
Congress to conduct studies and investigations of particular areas
and to report to Congress on the feasibility and desirability of making
a particular improvement. As a result of these investigations and
surveys—many of them taking months and even years to complete—
the Secretary of the Army submits a project report to Congress. In
order that the Congress may have the views of the executive branch,
the Bureau of the Budget has the responsibility of clearing and coor-
dinating the views of all agencies. The project may then be author-
ized as part of an omnibus river and harbor and flood-control bill,
such as the one before Congress now. Even after the project is
authorized, however, detailed advanced planning must be completed
before it is ready for construction. Reclamation projects are investi-
gated, authorized, and planned in much the same manner. Decision
on when a project is included in the budget as a new start depends
upon a number of factors such as the general budget situation, the
price situation, the relative urgency of the project in terms of flood
protection, or national defense, or increased power. What I am say-
ing is that the process by which a project is authorized and built is
necessarily a long one, involving many individual steps. Many proj-
ects were authorized prior to the war, but were not started during the
war years for obvious reasons. After 4 years of tremendous demands
upon our natural resources, the pressures for additional new projects
has been substantial. Today the existing authorizations constitute a
backlog of projects on which much of the study and planning has been
done. Some planning work still must be completed, however. I don’t
think it is either the intention of the Congress or the executive branch
that every project authorized should be immediately started. There
are still many worth-while and sound projects proposed for authoriza-
tion. It does not seem fair to me that they should not have the oppor-
tunity to be authorized.

Senator Watkins. Even though you may have so many——

Mr. Pace. I think close to 11 billion dollars.



102 JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT

Senator WaTkIns. And you still approve many projects for authori-
- zation. Although the Congress has already expressed its opinion and
determined policy with respect to the rest of them, you still authorize
: more, knowing they cannot be implemented. _
Mr. Pace. We do not authorize them, but merely determine the
‘President’s position on them. ‘
Senator Warkins. But it is an authorization as far as the President,
is concerned. .
Mr. Pace. That is correct. . ' ‘
Senator Warrins. That sort of holds out to the people that they
-have got something when, as a matter of fact, in the background they
know éhere will be no appropriations because the new ones cannot be
started. .
"Mr. Pace. That is not necessarily true. "I do not think that there
-has ever been any effort to hold out to anyon ,
Senator Warkins. I do not say it is deliberate, but that is the effect;
is it not ? :
Mr. Pace. That is because of the process by which projects ar
actually authorized. As I have said there is a set and stated process
-by which projects are studied, authorized, and planned before money
-is appropridated for them. I know of no way to handle the matter
-more thoroughly or, frankly, more honestly than it is currently being
-handled ; and I think there has been no effort to avail the administra-
-tion of any advantage from the fact that programs are authorized.
They are authorized on a basis of economic feasibility and, once au-
- . thorized, within the limitations of our present fiscal program, we are
not in a position to meet demands for starting theni at once.
.~ Mr. Rica. Who would recommend the St. Lawrence seaway in an-
-other country at a time like this, when we are too short of funds to
.do the things that Members of Congress would like to have done in
our own country ? ' ‘
Mr. Pace. I think that probably is a matter of individual considera-
tion. There are a great many people who feel that the St. Lawrence
.seaway has ultimately great economic benefits to this country. I call
your attention to the fact that the project has not yet been authorized
-and that the funds included in the budget represent money for plan-
ning, rather than construction, in the event the Congress approves the
legislation. The President has indicated his intention to move ahead,
-however, when it becomes feasible.
The CHATRMAN. It is my understanding that a colleague of our good
-Member, Senator Flanders, is one of those who urges the St. Lawrence
seaway—Senator Aiken, of Vermont. And I think Senator Wiley of
Wisconsin is another man who urges it.
Mr. RicH. I did not ask who is in favor of these things.
The CrarmaN. You did ask that. _
Mr. Rica. I am against it. I want that money spent in this coun-
try, and if you have those projects, it seems to me, the Budget Bureau
-should look after the economy of our own country, and eliminate a
-lot of highly expensive things proposed for some foreign country.
Senator Warkins. I understand these are taken care of on the eco-
-nomics of the thing and not as a result of Senator Aiken or Senator
Ives or Senator Wiley asking for them. o ‘
Mr. Pace.-That is cettainly true. -

e
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Mr. Ricu. I do not think the economic benefit accruing from- that
project would be nearly as great as from some of the thingg we should
do in the States for our own people.

Mr. Pace. To set the record straight, I think money for this project
would be spent in this country as well as in Canada. :

The CrATRMAN. Of course, it is a matter of fact, Mr. Pace, that
the St. Lawrence seaway will not be built unless Congress passes the
authorization; so, it really has nothing to do with the story you are
trying to tell us. .

Mr. Rica. Wouldn’t you rather have projects in Wyoming than
that St. Lawrence seaway?

" The Caamman. Of course I would. :

Senator WaTKINs. But it is economics, Mr. Rich, that determines
whether it will be built. ’

The CramrMaN. I would even rather have a project in Utah than
have the St. Lawrence seaway. :

Senator Warkins. Some of it might spill over into Wyoming.

Mr. Pace. May I proceed, Mr. Chairman? :

The CaamMan. If you will, please. -

Mr. Pace. I think that one other aspect of the budget which would
certainly interest this committee is the factor of controllability you
face in considering the budget for 1951. It vitally affects your capa-
city actually to plan a budget. I intend in a moment to go-into the
specific figures as they relate to 1951, but I will say that one of the
great problems of budgeting is the amount of “carry-over” expendi-
tures from prior years that comes to each budget as you prepare it.
Thus, a large part of any budget that you plan for 1950, 1951, or
1952 represents money to pay for comniitnients that have already been
made. This is particularly significant when one considers the prob-
lem of budget balancing and the problem of budget planning. I will
go into the specifics of it in a second.

The second factor that should be considered by all who consider
the budget is the problem presented by “open end” programs. The
major “open end” programs are now three in number: One, the edu-
cation and training of veterans; two, the Commodity Credit program;
three, RFC purchases from private lending institutions of Govern-
ment-insured mortgages. :

The veterans’ education and the training program is probably the
best example of the problem you face in planning a budget and in
keeping within the confines of revenues and expenditures. Thus,
the Congress passed a law to help GI’s make the transition to civilian
life. One provision of that law stated that any GI who desired
education or training within a certain period of time was entitled
to have it, and that the Federal Government would pay the cost. The
desirable objective of aiding veterans in this important area thus
became national policy. ‘

From a budgetary standpoint, neither the Congress nor the Presi-
dent can control how much will be spent under present law for carry-
ing out this national policy. If a certain number of veterans decide to
attend school in a certain year, the Government must pay a certain
amount of money. That amount may vary by as much as a half-
billion to a billion dollars, based upon the individual desires of the
veterans and the economic conditions of the country. Budget policy
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cannot adjust expenditures materially. Education and training is
thus an “gpen end” program in which the costs are determined by
factors beyond the control of the budget process itself.

The same thing is true in the price-support program of Com-
modity Credit Corporation, where weather, demand, and the prices
paid for crops can make a large difference in the expenditures
required.

The same is also true in the RFC where expenditures for the
purchase of mortgages depend, in the last analysis, on the number
and amount of Government-insured mortgages turned over by lending
institutions to the Corporation. )
~ Tt is also true that you have certain other programs that reyuire a
necessary continuity. It is not possible to decide suddenly that a

" going program such as, say, soil conservation in the agricultural area,
will be cut off because there are commitments in the program itself
that carry you on into a future year.

Another factor which the President must consider is the effect of

prices, employment, and other conditions upon hisbudget. The public
generally tends to regard the budget as a very exact document because
1t is.set up in dollar terms. Fundamentally, it is a statement by the
President of what he anticipates will happen under laws already
passed by the Congress and under programs that he recommends, based
upon certain assumptions as to prices, as to the economic condition
of the country, and as to costs of the various Government programs.
That being so, human judgments must be brought to bear in estimat-
ing the expenditure outlook in many fields.
* You have one other problem that I think should be considered and
that 1s the problem of deferred maintenance in preparing the budget.
The Bureau of the Budget for a long period of time has said, “Well,
it isnecessary to defer maintenance in this area for another year because
of the fiscal considerations involved in the total budget.” Yet, this
is economical only to a point.

If I recall correctly, in the national defense field alone the military
plant has a value of about $25,000,000,000. That figure does not
include ships, tanks, or guns, but it represents primarily posts, camps,
arsenals, and other installations. .

To defer maintenance on such a plant is fine until you reach the
point where there is real deterioration in your investment. When you
reach that point, the Federal Government will have to pay a lot more
money in the future to rebuild what has not been maintained than
it will cost to maintain it at the présent time. Therefore, one of the
problems that faces the President is: How long can you defer essential
maintenance before you actually face the immediate necessity of taking
steps to sustain the capital plant?

enator FLanpers. Has that question come up in connection with
Federal highways?
. Mr. Pace. It does in all areas. When I say about $25,000,000,000
in the military alone, you can see how much money the Federal Gov-
ernment has invested in its capital plant. If you were running a busi-
ness, you would insist on maintaining that plant.

Senator Warkins. The Federal Government does not put up money
for the maintenance of those roads.
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Mr. Pace. Generally, there are matching grants for the building of
roads. _

Senator Watkins. Building only. .

Senator Franpers. There are questions of rebuilding. )

Mr. Pace. I was thinking only of rebuilding as it applied to our
national parks.

Senator Warkins. I understand that, but I did not want the record
to show, when it came to Federal aid to highways in the States, that
the Federal Government had a problem of whether it would maintain
now or rebuild later.

Mr. Pace. You are absolutely accurate in that.

Mr. Rica. Also, in this maintenance of Government equipment and
things of that kind, don’t you feel sometimes that we have more of
certain things than we should have and that it ought to be the recom-
mendation of the Budget Bureau or someone to try to cut down on
some of the things that we are doing on the scale we are, or even some
of the functions of Government ? :

Mr. Pace. I think the answer to that, if I may say, is that we
constantly maintain a pressure to that end. ‘We constantly maintain
a pressure toward reduction of plant operation. There-are certainly
areas——

Mr. Rica. Have you been very successful?

Mr. Pace. I can say that I could provide for this committee a
statement of the actual reduction in Federal plant over the past 5

ears that I think would startle you. I do not want to quote a figure
ecause I do not know it exactly, but I think you would be both amazed
and interested to see that figure.

" Senator Franpers. I want to bring up a case that I am familiar
with. Fort Ethan Allan in Vermont has been given up by the Army.
That is an example.

Mr. Pace. That is one example. I think if I could provide for this
committee a statement of the reduction that has been effected, Senator,
it would amaze every member of this committee. .

The CrATRMAN. Why don’t you present that?

Mr. Pace. That was our plan.

The Cramman. Please do.

(The following information was later submitted for the record:)

Value of real property disposals by the Federal Government of war-created

inventories
{In thousands of dollars]
Yng;ﬁ\ssiegts Depart; War War
inis- | ment o ublic Total
tration | Agriculture bousing rorks
Qross inventory e ooiieionmaea-- 7, 790, 057 59,800 | 1,659, 454 168, 511 9,677,822
Disposals 0 6, 662, 528 44,156 486, 447 130, 607 7,323,738
Present inventory. ..o cocieeenoaaaooao- 11,127,529 15,644 | 1,173,007 37,904 2 354, 084

1 Program peak.
3 Of the present inventory, $565,320,000 represents real property on lease.

Norte.—While it is estimated this report includes 95 percent, both dollarwise and projectwise, of the
Government’s disposal of real property, both during and since World War II, individual agency action
(other than those indicated in the table) since July 1, 1948, is-not included.
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. Senator FrLanpers. Furthermore, attempted-abandonment of Gov-
ernment installations has met with a good deal of resistance on the
part of Congressmen and Senators. :

Mr. Rica. That is right, but I would not care for them at all, when
T think’itis right. I have been insisting as far as I can through the
Budget Bureau to hold them down and cut out a lot of these things.
I say to you now as head of this organization that I think you ought
to make a drive for it. I would not care, if I were you, how much
these Congressmen and Senators might become incensed, if you cut
out things you know ought to be cut out in Government.

Mr. Pace. Where things should be cut out, it has been the desire,
and I can say this with complete honesty, of both the President and .
the Bureau of the Budget to cut them out. ' ,
- Mr. Ricu. I remember when Ambassador Douglas had the job you
have, and I knew-him. He was a driver at cutting them out and he
did a good job. T hope you will be as good or better than Douglas
Wai ir(li that respect. 1 think you have a better opportunity today than
he a :. . - .. . . . .

Mr. Pace. I appreciate that. I would like to measure up to Am-
bassador Douglas. I would like to point to two other factors, if I
might, that a President must consider in actually determining what
he will do in the budgetary area. One is your security requirements
and the other is your responsibility as far as the over-all economy of
the country is concerned. .

Obviously, anything that constitutes approximately one-fifth of

the national income has an impact on the economy. It must be intel-
ligently used from that point of view, and that is one of the factors
that the President has to consider.
. I donot know the limitations on your time, but if you would like,
I will speak about the carry-over expenditures for the year 1951 when
we began to consider the budget and what the “open end” programs
actually call for? - a : .

The CramrMaN. I think it is most important. I think that it would
be well for you to give us, if you have it, the total amount of contract
authorizations made by Congress in the appropriation bills and other-
wise which involve a commitment upon the Federal Government for
future expenditure. I would like to know what those contract anthor-
izations amount to at this moment for future expenditure.

Mr. Pace. I will have to pull that specific figure together and pre-
sent it to the committee. ,

The Cramman. That is just a detail, and it is only part, I think,
of the information you would now like to give us. ' :

(The information requested above is as follows:)

As of July 1, 1950, unfinanced contract authorizations previously granted by
Congress are estimated at 9 billion dollars. Of the total 9 billion dollars, agen-~
cies will have obligated 6.4 billion requiring expenditures for liquidation during
the fiscal year 1951 or later periods. The difference of 2.6 billion is available
for obligation in 1951 or subsequent fiscal years.

The Caamman: I would also like to have you discuss the difference
between the so-called. cash budget that the Committee on Economic
Development recommended recently and the traditional -budget. I
do not think that is generally understood, and I think it is important
that it should be gotten into the record.
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Mr. Pace. I would be very anxious to do that. o :

This chart (see p. 111) is roughly drawn together; it is not com--
pletely accurate. l%ut it 'shows one of the major problems we face in
budgeting. The final totals are these: .

Out of the $42,400,000,000 in estimated expenditures for the fiscal
year 1951, about $27,800,000,000 is required to meet obligations and’
commitments already firmly made. In other words, those are com-
mitments that are already entered into as a result of past appropria-
tions and contract authorizations, and agreements and arrangements
with States under existing laws.

The CrAIRMAN. When you speak of a commitment, precisely what
-do you mean? ,

Mr. Bucuanan. Extension of existing legislation?

Mr. Pace. No. No proposed legislation is included in that figure.
Perhaps I can best explain its composition by discussing some of the
individual items. - :

This first item representing 7.1 billion dollars is for the obligated '
balances of prior year appropriations. Let me explain that. At
the close of each fiscal year there are certain unspent balances of
appropriations already enacted which are carried forward into the
next year for payment. Although the appropriated funds have been
obligated, actual payments have not yet been made because the vouchers
may not yet have been audited or checks written or because the goods
or services for which funds have been obligated have not yet been
received. As you can see, these obligated balances which must be paid
and thus become expenditures represent slightly more than one-sixth
of all expenditures in 1951.

Senator FLaxpers. What is thé nature of that item?

Mr. Pace. The nature of that, Senator, is—Mr. Lawton, why don’t
you spell that out? :

Mr. Lawron. It results from borrowing authority—authorization
to spend from nonappropriated funds granted in previous years.
The 2.6 billion dollars represents chiefly the expenditures from earlier
authorizations of the Reconstruction Finance Corporation, princi-
pally for mortgage purchases, the Commodity Credit Corporation,
for price supports, and the REA for loans.

Mr. Pack. Therefore, the borrowing authority automatically be-
comes a charge.

- Next, there are fixed charges amounting to 9.4 billion dollars. That
includes interest in the public debt, which runs, as you know, around
5.6 billion -dollars, and veterans’ pensions, which are already created
by law and paid out automatically, which are estimated at 2.2 billion
«ollars. :

- Senator Franpers. That is a one-shot proposition?

. Mr. Pace. Not for pensions. I will come to the veterans’ readjust-
ment benefits in just a second. : : ' .
.Next your appropriations to liquidate contract authorizations
amount to 3.8 billion dollars. That provides part of the answer to.
your earlier question, Mr. Chairman. These appropriations are to-
liquidate or pay off contracts entered into as a- result of contract au-:
thorizations enacted by Congress in the past. These include your
contracts to buy airplanes, tanks. and guns. You may have let these
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contracts, say, in 1948 when you had the blockade of Berlin, and you
authorized additional procurement in the military field.

Senator FLanpers. How does that differ from the first item ?

Mr. Pace. From the obligated balances of prior year appropria-
tions? As you know, the two chief methods of providing for the
actual operation of Government programs are through appropria-
tions and through contract autherizations. An appropriation au-
thorizes an agency to make actual payments, whereas a contract au-
thority merely authorizes the agency to enter contractual arrange-
ments for delivery of goods at some future time. When the goods
have been delivered actual appropriations are then enacted to liqui-
date the contracts. Contract authority is used principall?' for large
procurement and construction programs where a long “lead time”
exists between the original contract and its final completion.

Can you give a specific example of this, Mr. Lawton?

- Mr. Lawtox. The 7.1 billion dollars in obligated balances of prior
year appropriations relates to any appropriations where you have the
authority to obligate them and also the authority to spend the money.
This amount is the carry-over. For example, generally for the last
pay period in a fiscal year for practically every Government agency,
- the checks would not go out until July, after the start of the new
fiscal year. Thus expenditures would occur in the new fiscal year
although the obligation had been incurred in the' previous fiscal
year. All appropriations have some carry-over in them of that
nature. There are also cases where materials you buy late in the year
are not delivered and paid for until the next fiscal year.

Senator Franpgrs. The first item relates to appropriations which
have been made, the fourth item relates to authorizations which have
been made but for which appropriations still must be made.

Mr. Lawron. Yes, that is right. Contract authority is used where
you make the contract in the one fiscal year but will not receive de-
livery until a following fiscal year. It islong-term procurement items
such as airplanes, ships, and so forth.

. Senator Franpers. But it does require a new appropriation to
carry out?

Mr. Lawron. To pay for the goods when delivered.

Mr. Pace. But the Government entered into a contract just as in
the case of interest on the public debt.

Another large item is veterans’ readjustments benefits about which
Senator Flanders inquired. These amount to $2,600,000,000. This is
the “open end” program I spoke about earlier where the budgetary
impact is determined by the number of veterans eligible and desirous
of taking education or training benefits.

The next item is matching grants to the States amounting to $1,600,-
000,000. Here again the amount depends on what the States them-
selves do under existing law. Within the limits specified by law, the
Federal Government contributes on a matching basis to what the States
put up for, let us say, public assistance and other programs.

- Then, there is $720,000,000 to continue going work in projects which
are actually under way. You have either the option of carrying these
projects on at a minimum rate as you are now doing or stopping them

t
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entirely, which would involve a substantial economic loss to the Gov-
ernment. These items I have listed amount to $27,800,000,000. That
leaves you approximately $14,600,000,000 in which to do your planning
for 1951.

The Cramman. Will you please recapitulate those figures on the

chart. ‘
. "Mr. Pace. Obligated balances of prior year appropriations, $7,100,-
000,000 authorizations to spend nonappropriated funds, $2,600,000,-
000; fixed charges which involve interest on the public debt and VA
pensions, $9,400,000,000 ; appropriations to liquidate contract authori-
zation,. $3,800,000,000; veterans readjustment benefits, $2,600,000,000;
grants to States, $1,600,000,000, and public works, $720,000,000. Total
budget expenditures in terms of fixed charges.or other firm commit-
ments $27,800,000,000; in terms of the flexible area, $14,600,000,000.

Mr. Rica. Do you figure in that foreign aid ?

Mr. Pace. Only those expenditures for foreign aid which will be
made from appropriations already enacted. In the total of $7,100,000,-
000 from obligated balances of prior year appropriations, for example,
there is about $2,000,000,000 in foreign-aid programs.

Mr. Rica. Have you figured that in? I see in your statement in this
small book, The Budget in Brief, you figure 71 percent. You have na-
tional defense, veterans, interest on public debt, international, you
have $4.7 billion included in that 71 percent budget expenditures. Is
that considered in that chart there? '

Mr. Pace. Nojitis not. What I am talking about here is, in effect,
the source of expenditures in 1951, the funds from which they are
made and the type of commitments they represent. The figures I have .
been discussing represent only those payments you are committed to
make as a result of obligations incurred pursuant to appropriations
and other authorizations already enacted. The 71 percent to which
vou refer represents total spending for the four programs you men-
tion. Included in that 71 percent is some spending which will result
from prior authorizations which I have been speaking about and some
which will result from the new appropriations and authorizations.
which the President is requesting.

Mr. Rrcu. This $4,700,000,000 for international expenditure—it.
is not assumed that it is supposed to be spent unless we appropriate.
that money for expenditure?

Mr. Pace. That is correct.

- Mr. Lawron. There is a billion and a half of ECA appropriations:
that is in this figure here. That is: Of the 1950 appropriation already
made, which will be paid for and spent out of the Treasury in the fiscal
yealrs') 51(2))51 in payment for goods delivered in 1951 that were ordered
n , : :

Mr. Rica. What I am trying to bring out here now is this: Have we
the obligation in the mind of the Budget Bureau that we should
carry out the Marshall plan as was stated several years ago, that we
would over a period of 3 or 4 years spend $17,000,000,000¢

Mr. Pack. 1 think the President’s recommendations, Mr. Congress-
man, are below the amount of the figure that was originally contem-
plated in that area. Of course, what the Congress wishes to do with
the President’s recommendation lies entirely in the hands of the Con-

61483—50——8
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gress. This presentation merely goes to show the things that you have
already committed, just exactly as though you had borrowed money
and agreed to pay it back. That is a commitment. The remainder; .
which is that part of the program you intend to carry out, lies in the
hands of the Congress.

But the point I make is that neither the Congress nor the President
has capacity to affect the large area of the budget—that is, approxi-
mately 27.8 billion dollars.

Mr. Rica. What I was trying to find out is. whether the Budget
Bureau was assuming the responsibility, dated back 3 or 4 years ago,
that we 'will agree to the Marshall plan now—§17,000,000,000 over
a period of 3 or 4 years. At the time they had the bill up in Congress,
they said, “We are only appropriating or recommending the expendi-
ture of money for 1 year” and then last year came in and said, “We
are duty bound, morally bound, and honor bound, to continue to pay
this $17,000,000,000.” I cannot see it that way—I do not know who
to believe any more.

I certainly cannot believe the fellows responsible for it in our For-
eight Affairs Committee, the committee in the House, because 2 years
ago they said we were not and now last year they said we were. You
cannot have faith in men who give you statements like that. It just
does not seem right that we should have men in responsible places
who would make that kind of statements.

Mr. Pace. That is a matter that goes beyond the province of the
budget, Mr. Congressman.

Mr. Ricn. I appreciate that, but T wondered now whether you had

it definitely fixed in the Budget Bureau that we were committed to
this expenditure.

‘Mr. Pacr. I think that the Budget Bureau, which reflects generally
the President’s thinking, says that this should be done at a minimum
expense so that it can be done within the framework of Presidential
thinking. I do not think we are committed to a specific figure.

Mr. Staats. The continuation of the Marshall plan is not included
in these fixed commitments here. That depends entirely on new
appropriations. : :

Mr. Ricar. That is what I wanted to know, whether you fellows were
putting it in as a fixed commitment.

Mr. Pace. No. This merely shows the area over which neither the
President nor Congress has any control. ,

Senator Fraxpers, By the way, have you any smaller and more
convenient form of that first diagram? e

Mr. Pace. That is the only one that I have, Senator.

Senator Franpers. It is most interesting.

Mr. Pace. T will submit the chart, Analysis of Budget Expendi- .
tures, for inclusion in the fecord. A T

I do think these things are tremendously important. You must re-
member, too, in terms of these open end programs—and that is some- -
thing that anyone considering the budget must consider—that based.
upon laws passed by the Congress, we are committed to an area over
which we have no control. Now, that duplicates what I have already
presented here as fixed commitments; but it is an area that in terms
of fixed commitments you cannot predict when you go to plan your
budget.
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'ANALYSIS OF
BUDGET EXPENDITURES

FISCAL YEAR 1951 :
JAN. 1950 ESTIMATE
( Billions of Dollars )

Y

TOTAL BUDGET I R 424

EXPENDITURES

PUBLIC WORKS: -
1Going Projects 7

‘GRANTS TO : ]
:STATES :

"VETERANS '
'READJUSTMENT

\BENEFITS

.APPROPRIATION TO
{LIQUIDATE CONTRACT
-AUTHORIZATIONS

"FIXED GHARGES
( Interest on Public Debt,
VA Pensions) -

AUTHORIZATION TO
"EXPEND NON-APPRO-
iPRIATED FUNDS

‘OBLIGATED BALANCES
-OF PRIOR YEARS ’
APPROPRIATIONS
CoL . - SUrL OF TAE SUDGEY

In other words, how many GI’s are going to take advantage of edu-
cation and training? What kind of an agricultural year will we
have in terms of crop support? How many purchases are going to
‘be made by the RFC in the secondary-mortgage market? Those things
.are completely beyond the control of the executive branch and the
Congress and beyond terms of really sound judgment in knowing ex-
actly where you are going. So you do have that problem in estimat-
ing what is going to happen.
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Because I have taken a substantial amount of time, I think I should
move on and tell you what the President’s program was in major areas.

In the national defense area-I think you are all familiar with the
substantial reductions made over the requests of the Defense Depart-
ment in fiscal year 1950. In 1951 the President——

Senator FLanpers. And also over the appropriations made?

Mr. Pace. Also over the appropriations made. .

Senator Franpers. Because the President segregated a certain large
sum he said he was not to be expended.

Mr. Pace. I make only this one correction, Senator. He placed
it in reserve. ' '

Senator Franpers. All right.

Mr. Bucranan. $2,200,000.

Mr. Pace. In what area?

Mr. BucHANAN. In the 1950 defense.

"Mr. Pace. In 1951%

Mr. BucrANAN. 1950.

Mr:. Pace. In 1950 defense—you mean reductions made?

Mr. BucHANAN. Yes. .

Mr. Pace. In preparing the 1950 budget, original requests of the -
three services ran around 21 billion dollars. These were subsequently
reduced by the Secretary of Defense to 16.9 billions. The final pro-
vision in the budget for new appropriations and other authority for
the Defense Department and certain activities like stock piling
amounted to 14.8 billion dollars. As you can see the original requests
were reduced substantially. Thisyear the requests for new appropria-
tions and authorizations for national defense amount to 12.8 billion
dollars, a reduction of 1.8 in authorizations from those enacted- last
year. Expenditures will amount to 13.5 billion dollars. That is
an absolute minimum program consonant with the best judgment of
everyone in the executive branch as to the provisions of security.
I think I can say in all honesty that in that area Secretary Johnson
is making a tremendous effort to produce a dollar’s result for a dollar
spent. I think that is an area you could expect to move down.

Mr. RicH. I want to say this: He is getting plenty of criticism from
a ot of Members of Congress who do not want ﬁ)im to do a lot of things,
and I hope he goes ahead. I think he is doing a good job.

Mr. Pace. The second thing I want to say is in the public-works field,
which we covered generally earlier, the President has followed:a very
stringent policy involving no new starts, not only in reclamation,
as I mentioned to Senator Watkins, but also in the field of rivers and
harbors and in flood control.

Senator Franpers. I was extremely interested in your statement
that in picking out the ones to go ahead on, the power projects were
selected in preference to reclamation projects. That is a matter of
considerable interest, I think.

Mr. Ricu. You are not speaking of power projects that the Govern-
mentis trying to build in competition with private enterprise, are you?

Mr. Pace. No.

Mr. RicH. Are you interested in that?

Mr. Pace. No. The stated policy in that area has been for private
enterprise to provide power wherever it can and is able to do so, to
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the expen(;of satisfying the consumer. The Federal Government’s
opera?tlon is fundamentally a supplementary one. Is that a fair state-
ment

Mr. Staars. I think so. And you also have special situations such
as the increased need for power in connection with the atomic-energy
program. :

[r. RicH. I recall in Johnstown the REA wanted to build power
projects there to compete with -the West Penn Power. It does not
mean any more to me than that there is no reason why the West Penn
Power—with other power companies—cannot furnish all the power
that the people in that vicinity need. Yet REA was trying to go in
there and undermine them by building a power plant. I hope that
your department of Government will stop spending Federal Govern-
ment money where private enterprise will go ahead and do the work.
- Mr. Pace. I am not familiar with that particular situation.

I do want to move on to the atomic-energy area, which is a major
area in the budget, and I would like to go just briefly off the record.

(Discussion off the record.) o :

The CrARMAN. I want to say that before he left Senator Watkins
handed me this memorandum, requesting me to submit it to you.
{Reading:]

~ Ask for information on agencies authorized to make loans and extend credit,
amount of authorization in each case, amount of such funds loaned or granted
by each lending or granting agency.

- If you will put that in the record, we will appreciate it.
(The information requested above is as follows:)

‘STATUS OF MAJOR FEDERAL LOAN, LOAN GUARANTY, AND LOAN INSURANCE PROGRAMS

The attached three tables summarize the status of the 15 major Federal loan,
loan guaranty, and loan insurance programs, including changes made during the
first session of the Eighty-first Congress, and additional authority available at
‘the discretion of the President. The tables exclude programs in liquidation and
.other programs with no continuing lending authority; the most important of
these are the Treasury loan to the United Kingdom and the Home Owners’ Loan
‘Corporation. Because of the sizable available authority, the industrial loan
program of the Federal Reserve banks is listed, even though it has been largely
. inactive in recent years.. Sales credits, e. g., surplus property sales credits, are
excluded.

Status on June 30, 1949 (tabdble 1)

Over-all limitation (columns 1, 2, 8, and 4) —For 12 of the 15 major agencies,
loans, loan guaranties, and loan insurance are covered by specific limitations.
These limitations totaled 30 billion dollars on June 30, 1949, including amounts
available for the fiscal year beginning July 1, 1949. In the case of the Federal
land banks, Federal home loan banks, and Veterans’ Administration, there are
no specific limitations.

The over-all limitations on loans, guaranties, and insurance are of two major
types, depending on whether repayments are or are not available for relending.
In the case of the revolving type of limitation, the amount shown in the table is
ordinarily one or a combination of two of the following: (a) The maXimum
outstanding amount of loans, guaranties, and insurance permitted by statute;
(b) the cumulative amounts appropriated into a revolving fund; or (c¢) the
capital, surplus, and authorized borrowing authority. In the case of the non-
revolving type of gross limitation the amounts shown are the total authorizations
still available plus outstanding loans and commitments. The net commitment
authority is the gross commitment authority of both types minus the amount not
available for loans (e. g., the amount already invested in nonlending assets, such
as commodity inventories or legal reserves against deposits).
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" OQutstanding loans and commitments (columns 5 and 6).——01itsQnding loans:
(9.1 billion dollars) and commitments to lend (2.2 billion dollars) of the 15
programs amounted to 11.3 billion dollars on June 30, 1949. These include all
direct loans on which the principal has been disbursed and all undisbursed com-
mitments on such loans; they exclude accrued interest, :

Guaranties and insurance (columns 7 and 8) . —Outstanding Federal guaranties.
and insurance of private loans (12.6 billion dollars) together with commitments.
(2.7 billion dollars) were 15.3 billion dollars on June 30, 1949. In such guaran-
ties or insurance the Federal agency contracts to take over loans made by other
lenders or to pay a specified amount to the original lender in case of 10Ss..

Commitments to guarantee or insure represent guaranties and insurance approved.
but. not yet in force. In cases where only a portion of the loan is guaranteed
or insured (e. g., FHA, title I; VA; and RFC) the total credit extended by the-
lender exceeds the aggregate Federal guaranty or insurance liability. '

Uncommitted authority (colummn 9).—The uncommitted authority on June 30,
1949, of the 12 major agencies with specific limitations was 8.8 billion dollars;.
or this 1.8 billion dollars was FHA mortgage insurance authority and 2.6 billion.
dollars represented the total funds available for all loan and commodity purchase:
operations of the CCC. It also included all amounts then available for obliga-
‘tion in the fiscal year 1950. ) : —

Net increase in commitment authority, June 80, 1949, to October 26, 1949, (table 2)

From June 30, 1949, to October 26, 1949, the Congress granted an additional
3.9 billion dollars in authority to lend or to guarantee or insure loans. In most
cases, the Congress simply added to the previous authority; in the case of the

FHA, however, the type of authority was changed from nonrevolving to revolving..

Additions to commitment authority subject to Presidential discretion. (table 8)

An additional 2 billion dollars in commitment authority was available on
October 27, 1949, subject to approval by the President.! This discretion is avail-
able for the three major mortgage insurance programs of the Federal Housing
Administration and for the slum clearance and urban redevelopmenf program
administered by the Housing and Home Finance Administrator. In the case
of the slum clearance and urban redevelopment loans, the President may increase
the limit only upon his determination that such action is in the public interest.
“after receiving advice from the Council of Economic Advisors as to the general
elfect of such increase upon conditions in the building industry and upon the
national economy.” .

10f this amount he subsequently released additional FHA insurance authority of
.$750,000,000 for title II (revolving type) and $200,000,000 for title VI (nonrevolving:

type).



TasLe 1.—Status 6f major Federal loan, loan guaranty, and loan insurance %)rograms, June 30, 1 949‘1

[In millions of dollars}

Over-all limitations

Loans

Guarantics and

insurance
- Uqcoml-
Gross commitment mittec
P hority
autliority a1 | Net com- aut
Agency l\gobtlg\frggl- mitment | Outstand- | Commit- Outstnnd-z Commit- (=5, 6,
No, Tooms t?llglgng ing ments ing ‘| ments - !
- onre- —
Revolving volving
) ) ® “4) ®) (6) (O] gS) ®
Department of Agriculture: , ' .
Farm Credit Administration: !
Banks for cooperatives. .. oo iiieicricmmieacnaas 382
TFederal intermediate credit banks.. 921
Feoderal land banks. . .ooooooooo.. ®
LCommodity Credit Corporation.. 2, 647
Farmers Home Administration__._..__ 197
Rural Electrification Administration. 5563
Economic Cooperation Administration. 173
Export-Import Bank.__._..___..._._____ 054
Federal Rescrve banks. 275
Housing and Home Finance Agency: R
Office of the Administrator. ... .. ... .._....._._..] A5 __________. 15
TFederal Housing Administration. 12 6, 000 . 1,831
Federal home loan banks. . .oooiiiiiiiiiiciicccaeeacef ) el ® .
Public Housing Administration. . 12724 ! 09
Reconstruction Finance Corporation. 131,017 761
Veterans’ Administration. oo oo . oiiiciimciccccceaaeao| 8 il (%)
Subtotal, agencies with specific limitations 10, 627 .+ 7,788 2,189 8,614 2,572 8, 808
Subtotal, other agencies. ..o oo c e 1, 265 3 3, 068" 108 |ocieceannnn
9, 053 2,192 2,080 |.ooooeoiann

12, 582

1 Includes commitment authority available for fiscal year 1950, beginning July 1, 1949

2 Capital, surplus, and borrowing authority.

3 Not available,

¢ Less than $500,000,

8 No specific limit.

¢ Derived from ageney’s estimate of uncommitted authority.
71950 authorizations plus loans and commitments outstanding.

8 Total authorizations (mcludmg $150 000,000 oncall by Secretary of Agrlculture)

less repayments,

9 Guaranty of currency convertibility only. '

10 Surplus at July 1, 1934, plus amount paid for FDIC stock.

11 Excludes $300,000,000 made available retroactively by the Housing Act of 1949.

12 Total authorizations less repayments.
13 Qutstanding loans made prior to June 30, 1947.
1 Doos not allow for partial amortization of qutstanding loans.

INAAISAYd . AHL 40 LY0dEY JINONODH 0S6T1 XUVANVCL,
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TaBLE 2—Net increase in commitment authority of major Federal loan, loun
guaranty, and loan insurance programs, July 1 to Oct. 26, 1949*

Over-all limitation
Agency Gross commitment authority _
Not available gggfgﬁltrgg_
for loans it
Revolving  |{Nonrevolving| iy

Farmers Home Administration...____..__.___| _____ . .. ___ $25, 000,000 |- oeeeeemmenns $25, 000, 000

‘Rural Electrification Administration.________|...oeoeooo .. 25,000,000 | . ... , 000,

Housing and Home Finance Agency:

Office of the Administrator.._______...._. $25,000,000 { .. ___.___.. 25, 000, 000
Federal Housing Administration.__ .| 1,525,000,000 |..__.__._____._ 1, 525, 000, 000
Public Housing Administration.__ -| 1,500, 000,000 [—724, 000, 000 776, 000, 000
‘Reconstruction Finance Corporation.__ 1, 500, 000, 000 ® 1, 500, 000, 000
Total. .. eiiiiaien 4, 550, 000, 000 |-~674, 000,000 |.. ... 3, 876, 000, 000

1 Excludes increases in authority subject to presidential discretion; see table 3.

? Not available.

TaBLE 3.—Additional loen and loan insurance authority, subject to Presidential
discretion, Oct. 26, 1949

Over-all limitation
Agency Gross commitment autliority :
. : Not available gg;fgﬂ%%‘;_
for loans it
Revolving  [Nonrevolving 1y
Housing and Home Finance Agency:

Office of the Administrator $250, 000, 000 $250, 000, 000
Federal Housing Administration. ... 1, 250, 000, 000 1, 750, 000, 000
Tota]_ - -| 1,500,000,000 | 500,000,000 ... ________ 2, 000, 000, 000

Nore.—On Nov. 18, 1949, the President approved increases in insurance authority of the Federal Housing
ﬁdgg(i)noﬁgrgotéon totalling $950,000,000, thus reducing the authority subject to Presidential discretion to
’ t4 il .

The Cuamman. I asked you at the outset for a statement with re-
spect to returnable expenditures.

Mr. Pace. I want to make this statement very quickly about the
current status of the budget outlook. The expenditures for 1950 are
now estimated at $43,300,000,000. The budget for 1951 presents a
program which checks and reverses the rising trend in expenditures.
I can assure you that that is not an easy thing to do. Specifically ex-

enditures are estimated to fall to $42,400,000,000, which is close to a
billion dollars below the 1950 estimate.

More important, if you examine the total requests for new appropria-
tions and contract authorizations you will find that they have been
Teduced by around $3,000,000,000. This will fundamentally affect
expenditures in the years to come. In other words, the amount of
carryover will be substantially reduced in thé budget in 1952 and
succeeding years.

I would like to speak on two subjects that you asked me about earlier,
Senator. The first is the cash budget. I have here an analysis of the
CED recommendation on the budget for this particular year. The
cash budget is similar to the conventional budget, except it includes
the receipts and expenditures of all of the trust funds and excludes

i
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intragovernmental transactions. Thus, it shows the total flow of
money between the Federal Government and the public. )

Now, I think that the most interesting thinEg I can say to you, without
going into a complete analysis of the CED budget, is that if we
calculated receipts on the same assumptions as those used by the CED
and we took the expenditures actually presented in the President’s
budget, instead of a deficit, you would show a surplus. Is that right?

Mr. Jounson. Yes, thatiscorrect.

The Cuarman. That is, taking the sum total of tax receipts by the
Government from taxes of all kinds, including returns on all trust
funds, and comparing that with the actual recommendations of the
President for expenditures, there would be no cash deficit$

Mr. Pace. That is correct; using the CED tax estimates.

The CrEARMAN. Does that mean that in submitting the budget you
have underestimated receipts or that you have made a conservative
estimate? Or does it mean that the CED has been unduly optimistic?

Mr. Pace. That is impossible, of course, to say, Senator. It is true
that receipts are based upon judgment as to the economic condition
of the country. Obvious{) , the judgment of the CED as to national
income and the yield of the present tax system was more optimistic
than that of the President.

Mr. Ricu. You are taking into consideration trust funds that are
supposed to be laid aside for the purpose of carrying out the guaran-
ties that people are expecting under social security, that money that
was received ?

Mr. Pace. That is what is shown under the cash budget. We do not
advocate the cash budget. '

Mr. RicH. You do not figure on using those funds for the purpose
of operation of Government in order to balance this budget ?

" Mr. Pace. No, we do not.

The CHARMAN. That is not what was said. :

Mr. Pace. That is not what I said. What I said is that the cash
budget, which is one of the important bases for analyzing the economic
impact. of Federal operations and which was the basis of the CED
report, has been cited as an example of how the budget can be bal-
anced. If you took the same assumptions for the Federal revenues——

Mr. Rica. Is it good business assumption to assume that?

Mr. Pace. Apparently the CED thought it was.

Mr. Rrca. Would you do that in the operation of your own affairs
or your own business?

Mr. Pace. Again, I do not undertake to either support or fail to
support the CED position in this particular area. The CED did not
attempt to set this up as a comparative budget to the conventional
budget that is presented to Congress by the President. It has been-
so used by a great many people, and 1mproperly so. I merely use
that as an example, pointing out, in answer to the Senator’s question,
that under circumstances assumed by the CED and using the same
type of budget as they were talking about for a purely different pur-
pose, you would not have the deficit you find in the conventional
budget.

Is that an accurate statement?
© Mr. Jornson. Yes.

i
5
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The Caamrman. Again I say, if I understand you correctly, you
are telling the committee that 1f the cash receipts of the Government
from tax revenue, customs revenue, and everything else—

Mzr. Pace. Miscellaneous receipts.

The CuarmaN. Miscellaneous receipts, et cetera—were added to
the receipts which go into the trust funds, and against those were bal-
anced the recommended expenditures by the President, including the
expenditures which must be made from the trust funds, you would not
have the deficit which shows in the conventional budget which you
have submitted.

Mpr. Pace. That is exactly accurate. .

The CaamrMaN. You have not recommended that?

Mr. Pace. We have not.

Mr. Rica. Why make the ‘statement? :

The Cuamrman. Because I asked him to make the statement.

Mr. Rica. But you will go out on the stump and use it and it will
give a wrong impression to the people and we do not want you to

o that. :

The CrairMan. My friend, Congressman Rich, is naturally of a
suspicious nature. He keeps us on our toes.

May I at this point read into the record from page 12 of the report
of the Subcommittee on Monetary, Credit, and %Tiscal Policies, a
footnote dealing with this subject. This was a unanimous report of
the subcommittee. Incidentally I do not agree with all of that report,
but this is what appears in the footnote:

In dealing with the effects of fiscal policies on general economic conditions,
we shall refer to the cash budget rather than to the conventional budget. The
former more accurately measures the impact of Federal financial operations on
the economy, for it reflects all Federal receipts of money from the public, in-
cluding social security contributions, and all Federal payments to the public,
including social security benefits; it does not include receipts or expenditures
which are merely bookkeeping transfers within the Government. The con-
ventional budget, though highly useful for evaluating and controlling the vari-
ous governmental programs, fails to measure accurately the impact of Federal
revenues and expenditures on the economy, for it does not include all payments
between the Government and the public, and it does include some items that
merely represent transfers on the hooks of the Government itself. In neither
case, of course, do receipts include proceeds from borrowing nor expenditure
the amounts used to retire the debt.

That substantially states the view of the CED as I understand it,
and the view of a group of economists who met at Princeton Univer-
sity. ’

My, Pace. That is correct. I would like to make only one other
point, if T may, and that is in answer to ‘an earlier request on your
part. There 1s included in part III of the budget a statement of

-budget expenditures classified according to their investment, operat-
ing or other nature. This includes an attempt to show those expendi-
tures of the Federal Government that are returnable. Thus, in ordi-
nary business terms, as Congressman Rich was asking me about be-
fore, the RFC in purchasing the mortgages that are guaranteed by
the Veterans’ Administration really is purchasing the Government’s
own paper. Nonetheless, we show a billion dollars in expenditures
for RFC mortgage purchases, just as though that billion dollars
were to be spent on atomic bombs that were to be exploded day after
tomorrow.
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Now, if that particular item were being shown in a business or in a
bank statement, you would actually show it as an acquisition of an
asset. Furthermore, since you are buying your own paper, you would -
not set up any reserve as you sometimes do in a business. In this con-
ventional budget, however, which shows a $5,000,000,000 deficit, you
actually show as expenditures a billion dollars which the RFC uses
to acquire mortgages guaranteed by the Government.

In terms of acquirihg strategic materials and stock piling, you spend
about six hundred million a year. Yet, you do not show these ma-
terials as acquired assets. You show their purchase as an expenditure
just as you show, as an expenditure, the acquisition of a crash boat
to be destroyed in maneuvers.

I myself do not favor a capital budget, because I think it lessens
the ability to control expenditures which is inherent in the present
budget process. But I do believe that, in considering the fiscal posi-
tion of this Government, it is essential that we take into account
those expenditures that are actually returnable.

The CrHATRMAN. On page 1115 of the budget, there is a table entitled..
“Expenditures for Federal Physical Assets.” This table shows a
total for 1949 of $5,174,000,000; in 1950, $6,207,000,000; and the esti-
mate for 1951, $6,823,000,000. This total 1s divided into four cate-
gories: Public works, sites and direct construction; major commodity
inventories, net change; major equipment (national defense); other
physical assets, acquisition and improvement.

Would you care to break that down a little bit?

Mr. Pace. Why don’t you speak to that point, Mr. Johnson ?

Mr. Jounson. In the detailed statement at the end of this particular
study, there is given on page 1117, second columm, under “Physical
assets,” the various major items that ave included in that category.
They are shown in detail by agencies and types of construction and by
types of major commodity inventories. _

The CHarman. Well, here we have engineering and natural-
resource surveys. There you give a dollar value to a survey. It does
not represent actual construction, nor does it represent return. It
is in the second column under engineering and natural resources.

Mr. JouwnsoN. That dollar figure represents the amount to be
expended in a particular year on that activity.

The Cramaran. What I am trying to find out is just what these
physical Federal assets are. - -

" Mr. Jomw~soN. That particular item of engineering and natural
resource surveys is not included in physical assets.

The CrHamrman. My question had to do with the table on page
1115. There are four items, and I would think it would be per-
fectly simple to break that down into actual physical assets. That
is Wh(;tt you describe. Suppose you prepare that and put it in the
record.

Mr. Jounson. The table beginning on page 1117, the second column,
gives a break-down of physical assets by program. )

The CaamrmaN. But don’t you see all you have to do is look at
that to note that it would require a Philadelphia lawyer to describe
those assets. Now, that is perfectly understandable to you gentle-
men in the Bureau of the Budget, because you are working with those
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things every day. What I want to have is a statement of physical!
assets which is understandable by the man in the street.
© Mr. Staats. You would like to have a description of those cate--

gories spelled out in some detail ¢

The CuairMaN. Yes; a description of what you are talking about..
Are you talking about dams? Are you talking about Federal power,.
public roads?

Mr(.1 Pace. That can be included, and we will provide it for the-
recor

(The material referred to above is as follows:)

Additions to Federal assets

[Physical assets : Public works, sites and direct construction]

Expenditures
(in millions)
Department or agency, with examples of major items

1949 actual | 1950 estimate | 1951 estimate

Civil:
Atomic Energy Commission. ... ... ... $312 $297 $400-
Construction of research laboratories, such as the
Argonne Laboratory at Chicago; developmental nu-
clear reactors (Arco, Idaho, and Schenectady, N. Y.);
production facilities such as the Hanford, Wash., and
Qak Ridge, Tenn., plants; and housing and commun-
ity facilities at Richland, Wash.,, Los Alamos, N.
Mezx., and Oak Ridge, Tenn,
Veterans’ Administrations, hospitals - 34 82 167
The large construction program for veterans’ ho:
tals includes 76 hospital projects to provide 36,804 beds
and major alteration and renovation of existing hospi-
tals and homes. The projects are located throughout
the States. The Veterans’ Administration uses the
services of the Corps of Engineers for construction of 45
of the projects (see expenditures under Department of
Defense, civil functions). The remaining 31 projects,
together with major alteration and renovation of exist-
ing hospitals and homes, will be constructed by the
Veterans’ Administration.
Tennessee Valley Authority - oo cocmeeooooecaaaaas 47 80 118
Largely for construction of major multiple-purpose
dams (such as Watauga, South Holston, and Boone);
additional generators at existing dams; the Johnson-
ville and central area steam plants; and power-trans-
mission facilities.
General Services Administration
Largely for eonstructlon of public bu 3 1
District of Columbia (such as the GAO Bulldmg,
Federal Courts Building, and Howard University
buildings); Public Health Service research facilities at
Bethesda, Md.; acquisition of sites and planning of
public bulldings outside the District of Columbia;
renovation and improvement of federally owned
buﬂgmgs outside the District; and Alaska public
works.
Department of Agriculture:
Grain-storage facilities 90 15
Provides for construction of gr: torage
ties by the Commodity Credit Corporation
(mostly in the North Central States)
17 1) SO P 18 6 12
Includes forest development roads and trails, :
forest highways (1949 only), water conservation
and utilization projects, and research facllmes
(animal industry).
Department of Commerce.
Largely for establishment of air na
throughout the States and construction of the Na-
tional Airport and Alaska airports bv the Civil Aero-
nautics Administration; research facilities for the Na-
tional Bureau of Standards; and forest highway con-
iggztion by Bureau of Public Roads (in 1950 and
1).
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Additions to. Federal assets—Continued
[Physical assets: Public works, sites and direct construction]

121

Department or agency, with examples of major items

Expenditures
(in millions)

«Civil—Continued

Rivers and harbors

Department of Defense, civil functions:
Flood control . . ________ ...

Program provides for major storage reservoirs,
usually for multiple purposes, construction of
levees, and improvement of channels, and involves
many projects scattered throughout the States.
Some of the major projects are: Bull Shoals Res-
ervoir, Ark.; Clark Hill Reservoir, Ga..; Buggs
Island Reservoxr, N. C. and Va.; Wolf Creek
Reservoir, Ky.; Fort Gibson Reservoir Okla.;
Center, Hil Reservmr, Tenn.; Conemaugh River
Reservoxr ‘Paz; stswsiplelver and tributaries;
Garrison Reservon' N. Dak.; Fort Randall
Reservoir, 8. Dak.; Oahe Reservoir, S. Dak.;
Folsom Reservoir, Calif.; Detroit Reservoir, Oreg.

Nation-wide program involving dredging and
rock-removal operations in the ports and water-
ways of the Nation and construction of locks and
dams, including installation of hydroelectric power
facilities. Several of the larger projects include:
Arkansas River and tributaries (Arkansas and
‘Oklahoma); Mississippi River between Ohio and
Missouri Rivers, regulation works only; Missis-
sippi River between Missouri River and Minne-
apolis, Minn., excluding St. Anthony Falls; Ohio
River lock and dam construction; Missouri River,
Kansas City to Sioux City; St..Marys River,
‘Mich.; Missouri River, Kansas City to mouth;
Fort Peck Dam, Mont.; Columbia River at
Bonneville, Oreg.; McNaryLockand Dam, Oreg.;
Chief Joseph Dam, Wash.; ete. The 1051 ex-
penditures include $4,000,000 for preliminary
work on the proposed St. Lawrence seaway and
power project.

Veterans’ hospitals (see Veterans’ Administration,

hospitals, above). -
T

Provides construction on many large irrigation
and power projects for development of water re-
sources in 17 Western States. Major develop-
ments include Central Valley projects of Califor-
nia; Colorado-Big Thompson project in Colorado,
Hungry Horse project in Montana, Davis Dam
on the lower.Colorado River; and "the Missouri

- River and Columbia Basin prolects

[0 1773 N

Includes construction of power-transmission
facilities by Bonneville and Southwestern Power
Administrations; irrigation and power systems,
buildings, utilities, and roads and trails by the
‘Bureau of Indian Affairs; parkways, roads and
‘trails, and physieal improvements by the Na-
‘tional Park Service; research laboratories and
‘synthetic liquid fuel. pilot plants by the Bureau of
Mines; the Alaska Railroad and Alaska roads.

are of construction of dams on the

Rio Grande by the International Boundary and Water
Commission; Cpast Guard_facilities;-Panama Canal

. {acilities; Capltol Power Plant; and cemeteries and
‘monuments by the American Battle Monuments
‘Commission, etc.

Total, civil public works -

National defense:
National Advisory Committee for Aeronautics______.._..__.

LE

Provides for research facilities at laboratories and

research stations (Virginia, Ohio, and California) and
initial construction on supersonic wind tunnels,

1949 actual | 1950 estimate | 1951 estimate
. B4 $459 $534
7
74 126 161
108 141 o7
5 4 9
212 308 354
86 114 150
9 24 38
1,307 1,854 2,955
11 15 2
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Additions to Federal assets—Continued

[Physical assets : Public works, sites and direct construetion]

Expenditures
. . (in millions)
Department or agency, with examples of major items .

1949 actual | 1950 estimate

1951 estimate

National defense—continued
Department of Defense: -
Existing programs (including Organized Reserves
eonstruetiony . ..o .. ..______ $151 | - $301 $195
Provides for construction of top-priority projects
of troop and family housing; research and develop-
ment facilities; and technical, operational, and
industrial facilities. Included are such programs
as the further development of Alaskan military
installations, the improvement of military instal-
lations on the islands of Guam and Okinawa, and
initial amounts for the development of an aircraft
control and warning system, a long-range proving
ground for guided missiles, and an air engineering
development center. Over half of the expendi-
tures are for construction outside the continental
United States.
Proposed legislation (chiefly publie works) ... ... focooooocooo ool 70
Includes expenditures under proposed. legisla- :
-tion which would provide $372,000,000 of new
obligational authority, the largest part of which
is for military public works for both Regular and '
Reserve forces.

Mr. Pace. I do want to say in reference to the surveys that although
it is excluded from the category of physical assets, in many cases
similar costs might be included 1n capital expenditures in a business
operation. . :

But the point I should like to emphasize, Senator, is that this in-
vestment classification has been made on a conservative basis. We
exclude as far as possible those items that might be considered to be
questionable. :

The CHAIRMAN. You see, if T am to make any one of those speeches
that Congressman Rich thinks I will make, I must have a better
itemization of your estimate of the value of physical assets in 1951
in order to make my audience understand what I am talking about.

Mr. Pace. That can be provided for the committee, Mr. Chairman.
I have concluded, sir.

Mr. Berquist. May I ask a question, Mr. Chairman ?

The Cramrman. Certainly.

Mzr. Berquist. Earlier in your discussion of the CED cash budget,

cash receipts set against expenditures, the statement was made that
if you calculate receipts on the same basis or assumptions as CED
as to levels of economic activity, you would get a balanced budget.
You would, nevertheless, have an increase in the debt equivalent to
the deficit, would you not? It would reflect itself in the debt figures,
would it not ? ‘ ‘
.- Mr. .Jouxson. Under circumstances when the cash budget was in
balance, there would still be some deficit in the conventional budget.
This deficit would cause an increase in the total Federal debt, but not
in the debt held by the public.

Mr. Kreps. That is only insofar as your estimates of receipts are
identical with theirs. Isn’t it true that their estimates of receipts are
some $2,000,000,000 higher than yours? ‘



JANUARY 1950 ECONOMIC.REPORT OF THE PRESIDENT 123

Mr. Pace. Based on present tax laws their estimate is almost $4.-
000,000,000 higher than ours. If you have the increased receipts,
you would not have an addition to the debt held by the public.

“Mr. Berquist. An addition to the trust fund assets, that is, calcu-
lating at a higher level of income? ‘

Mr. Pace. That is correct. ‘

The CramrMak. So again I come to the question I asked you on
that point: What about your estimates of receipts? Are they on the
conservative side or on the high side?

Mr. Pace. Estimates of receipts are made by the Treasury Depart-
ment as they have been over a period of time. They are based upon
a level of personal income, of $212,000,000,000, which is about the cur-
rent level. : :

The CuammaN. There are variations every year from those esti-
mates of receipts.

Mr. Pace. That is correct. '

The CHaRMAN. Sometimes the receipts are more; sometimes they
are less. : . '

Mzr. Pace. That is correct.

The Cuamrman. If economic conditions should be less favorable
than seems to be the general outlook now, then we might look for a
drop in receipts below these estimates.

Mr. Pace. That is accurate.

The CrarMAN. On the other hand, if the economic outlook remains
as Tosy as so many economists, both private'and Government, seem to
think it will, then it is quite conceivable, is it not, that the receipts
might be what the CED estimates they would be? ' ’

Mzr. Pace. They probably would move up.

The Caarrman. And that without respect to any tax program?

Mr. Pace. That is correct. .

Mr. Krees. I have a question. With regard to the chart you had
showing the fixed commitments and the margin of flexibility, do I in-
terpret accurately that of the forty-two billion four total expenditure
for 1951, the twenty-seven billion eight—1I believe it is—would go on
if you shut down the Government completely. That fourteen billion
eight,k in other words, has in it all the remuneration to personnel and
the like.

Mr. Pace. That 27.8 billion dollars includes very little payment for
personnel—only that amount previously obligated. _

Mr. Kreps. T understand. In essence it means, so far as the account-
- ing budget is concerned, any cut has to come out of the fourteen
billion six.

Mr. Pace. That is correct, except in a few cases the Congress could
change basic legislation such as pension rates or the GI bill of rights.

Mr. Krers. Essentially, if you close down the Government as a
whole except for meeting all past commitments, things you could not
avoid, plus interest, would still incur twenty-seven billion six of ex-
penditure. .

* Mr. Pace. That is an important point.

Mr. Krees. You have two billion six for veterans, as I remember.
Does that include the personnel to handle such disbursements?

Mzr. Pace. It does not.
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Mr. Kreps. In other words, that includes merely the payments to the
veterans themselves and does not even allow for the fact that you have
to have personnel to make such payments?

Mr. Pace. That is right.

) 1\}{1‘.2 Kreps. So that 1s a minimum estimate, twenty-seven billion
eightt

Mr. Pace. That is exactly accurate.

Mr. Kreps. Your real margin of flexibility is somewhat less?

Mr. Pace. Substantially less. -

Mr. Kreps. Substantially less than that if you allow personnel for
liquidating all those contractual obligations of the Government.

(i\lr. Pace. Absolutely.

The CaARMAN. Do you have with you, Mr. Pace, that statement of
CED and your own analysis of it?

Mr. Pace. I donot have a specific analysis, but I can provide one.

The CHAIRMAN. I would like to have both of them in the record if
that is convenient. :

Mr. Pace. I will see that that is done.

(The following information was later submitted for the record:)

The Fedef"al budget for fiscal year 1951, “cash-consolidated basis”—Comparison
of CED proposals with “receipts from and payment to the pubdlic” as estimate
in the Pregident’'s budget -

{In billions of dollars)
President’s} CED pro- :
budget ! posal Difference
Payments. o o ccccaacs 45.8 40.0 —5.8
Receipts 2 e e ccmcmemeen B mmmmmmmmmeenl - 43.1 45.5 +2.4
Cash surplus (4-) or defieit (—) ... —-2.7 +5.5 +8.2

1 “Receipts from and payments to the publie”.
2 Excluding the $1,000,000,000 of net additional revenues proposed in the President’s tax message.

The CED budget excluded proposed legislation affecting the social-insurance
trust accounts. The President’s proposals for expanded social insurance would
increase trust-account revenues and expenditures equally in 1951, and thus would
have no effect on the cash deficit. The comparison between the CED and Presi-
dent’s budgets i{s thus more clear if the proposed legislation affecting the trust
accounts is excluded, as follows:

[In billions of dollars]

President’s | CED pro- .
budget ! posal Dlﬁe@”
Payments (excluding proposed legislation affecting trust funds).... 4.3 40.0 —4.3
Receipts.(present tax laws) . ... 41.6 45.5 +3.9
Cash surplus (+) or deficit (—) - ccomoeoooaeee. e cmeemn -2.7 +5.5 +8.2

1 “Receipts from and payments to the public’’,

About one-half the difference between the two budgets is accounted for by
expenditure proposals, and one-half by variation in estimates of revenues from
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present tax laws. The following tabulation shows the major difference in esti-
mated expendifures by programs for the fiscal year 1951: -

{In billions of dollars]

President’s| CED pro- :
budget ! posal Difference

Veterans’ life insurance dividend . ___._________ . ___________.___ [ 30 P —0.6
Veterans’ readjustment benefits... 2.7 2.2 —-.5
RFC mortgage purchases___.... 1.0 .6 —.4
Farm price supports (CCC).. .9 1.4 +.5
Unemployment insurance._ 1.6 1.2 —.4
National defense_’_____.__ 13.8 12.6 -1.2
Other existing legislation. 22.5 21.5 —1.0
Proposed legislation (new ) V1 2% P -1.0
Reserve for contingencies .2 .5 +.3

Total payments (excluding proposed trust-fund legislation).. 44.3 40.0 —4.3
Proposed trust-fund legislation. . __________________________________ ) U 0 —1.5

Total payments_ .. .o 45.8 |cecemaaas -5.8

1 “Receipts from and payments to the public”’.

The major factor accounting for the difference in revenue estimates between
the two budgets is the varying economic assumptions used by the CED and
the Treasury in computing these estimates under present tax laws. In addi-
tion, under the CED assumptions, certain expenditure estimates in the President’s
budget would be lower, notably unemployment-compensation payments from the
Unemployment Trust Fund. The approximate effect on the President’s budget
(cash basis) of using the CED economic assumptions would be as follows: )

President’s budget (receipts from and payments to the public adjusted for CED
economic assumptions)

In billions
of dollars

Payments as estimated in the President’s budget...__ 45. 8
Less adjustment for lower CED estimate of unemployment-compensation
payments —. 4
Total adjusted payments . 45.4
Receipts as estimrated in President’s budget* 43.1
Plus adjustment for CED assumed high-income level 3.9
Total adjusted receipts 47.0
Adjusted cash surplus () or deficit (—) - +1.6

1 Excluding the $1,000,000,000 of net additional revenues proposed in the President’s
tax message.

NoTE.—In computing revenue estimates for 1951 the Treasury assumed personal income
of $212,000,000,000—the 1949 level. The CED assumed national income of $238,000,000,-
000 as the level which would reflect high employment conditions, and this would be
equivalent to about $225,000,000,000 of personal income.

The CrHamrMaw. If there are no other yuestions we will adjourn.

Thank you very much, Mr. Pace. You have been very lucid and
very patient.

(Whereupon, at 12: 30 p. m., an adjournment was taken until Thurs-
day, January 19, 1950, at 9: 30 a. m.)

61483—50——9
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THURSDAY, JANUARY 19, 1950

Congress oF THE UNITED STATES,
Joint Coraarree oN THE Economic Reporr,
Washington, D. C.

The joint committee met, pursuant to adjournment, at 9: 55 a. m,,
in room 318, Senate Office Building, Senator Joseph C. O’Mahoney
(chairman) pre51d1ng

Present : Senators O’Mahoney (chairman), Douglas, and Flanders;
and Representative Rich.

Also present : Theodore J. Kreps, staff director ; Grover W. Ensley,
associate staff director; and Fred E. Berquist, economist for the mi-
nority, Joint Commlttee on the Economic Report. V. Lewis Bassie,
University of Illinois; Arthur Burns, National Bureau of Economic
Research ; Martin Gainsbr ugh, National Industrial Conference Board ;
Seymour Harrls, Harvard University; Arthur Smithies, Harvard
University ; Paul J. Strayer, Princeton University; Julius T. Wend-
zel, W. E. Upjohn Institute for Community Research; and Donald
B. VVoodward, ]Mutual Life Insurance Co. of New York.

The Cuairman. Gentlemen, I think it would facilitate our purposes
this morning if we would start by calling the roll. I would like to
have each person rise when his name is called so that the reporter may
be able to establish the locale of each participant. When we proceed
to the round-table discussion, it is desired that it be as free as possible.
We want as complete an exchange of frank views as we can get.

Will each of you please rise as your name is called ?

Mr. V. Lewis Bassie, of the University of Illinois.

Mr. Arthur Burns, of the National Bureau of Economic Research.

Mr. Martin Gainsbrugh, of the National Industrial Conference
Board.

Mr. Seymour E. Harris, of Harvard University.

Mr. Arthur Smithies, of Harvard University.

Mr. Paul J. Strayer, of Princeton University.

Mr. Julius T. Wendzel, of the W. E. Upjohn Institute for Com-
munity Research.

MII{‘ Donald B. Woodward, Mutual Life Insurance Co. of New
Yor

I notice that Dr. Clark, of the Council of Economic Adv1sers, 1s at
the end of the table. The members of the Council are invited to par-
ticipate in the discussion.

127
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Mr. Dewey Anderson, of the Public Affairs Institute, expected to be
with us this morning, but another appointment has kept him away.
We are very sorry he could not be here to participate at this round-
table. Mr. Anderson’s statement will be included in the record at
the end of today’s discussion. (See pp. 199-2035.) '

- When the members of the round table were invited to participate
in this conference, we notified them that we would try to observe a
5-minute rule and that we would discuss, broadly speaking, two gen-
eral subjects: First, the appraisal of the economic situation and out-
look ; and, second, recommendations for policy. Unless there is objec-
tion, we will proceed with that scheme.

The first discussion will be the appraisal of the economic situation
and outlook—what kind of a year was 1949 and what is the outlook
for th'eenext year in terms of production, employment, and purchasing
power?

I wonder, Mr. Bassie, if you would care to start the proceedings.

Mr. Basste. With reference to 1949, I think it clearly was not a year
of maximum employment, production, and purchasing power. We
had a significant let-down from the levels of the earlier periods.

The 1948 situation had continued to be one of inflationary pressure
growing out of accumulated postwar demands plus the fact that
new military and foreign-aid programs were superimposed early in
the year. Throughout the postwar period, however, there had been
continuing fears of a let-down similar to that following the First
World War. Those fears became dominant in the latter part of the
year and, with readjustments in some durable-goods industries occur-
ring at that time, accompanied by a tendency for consumers to let their
expenditures fall off to provide a more normal level of saving, busi-
nessmen generally accepted the viewpoint that a decline was in pros-
pect and decided to cover their position. In covering, they attempted
to reduce their inventories. I think this was the primary factor in
the 1949 recession.

Then, about midyear, their views changed again, and, generally
speaking, it was seen that the situation was not one that would call
for continued rapid liquidation of inventories. Consumer expendi-
tures were maintained in the face of a decline in income and prices;

.and, with inventories having been adjusted to a more normal position,

business confidence recovered. It recovered to the point where busi-
nessmen again would have liked to have reversed inventory policy.
I say “would have liked to.” The recovery movement was interrupted
by strikes and also by necessary lags in the situation, so that probably
even the fourth quarter will show some continued liquidation of
inventories.

The 1949 unemployment of 3,500,000 workers was about twice as
large as that which prevailed in the earlier postwar years, but, gen-
erally speaking, was not so high as to affect the economy seriously. -

Whether or not that volume of employment is considered incompati-
ble with a “maximum employment” objective is quite another question
and one, it seems to me which goes back to the question of long term,
or at least longer term economic policy. I do not think that it can be
an acceptable objective of Government policy to hold unemployment
at all times to a level which would be regarded as the “maximum em-
ployment” position, such as we maintained through 1947 and 1948.
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Tt seems to me that would call for a level of economic effort on the
part of the Government which could not be sustained in a period of
serious decline. '

The CmamyaN. Does that mean that in your opinion the Govern-
ment must be content to live with a degree of unemployment?

Mr. Bassie. Yes; a degree of unemployment that is not necessarily
large but is certainly larger than it would be with maximum employ-
ment in the-sense in which this—

The CrarMaN. How would you measure it? ‘

Mr. Bassie. Frankly, I do not know precisely how to measure it.
If we look at 1948 as being an inflationary year in which unemploy-
ment was perhaps somewhat below what should be an objective, and
1949 as deflationary and perhaps somewhat above, then, by taking a
medium position, you might arrive at a figure of, say, 2,500,000 as a
full employment objective.

‘The CarrMan. 1 wonder if it would be possible to define this prob-
lem in statistical terms—2,500,000, 3,000,000, 1,500,000. They mean
very little unless you take into consideration the ratio between that
number and the total labor force, it would seem to me. Therefore, I
wonder if it would not be better to try to agree upon a definition of
terms. What do we mean by “maximum employment”? It will be re-
membered that when this law was under discussion, it was first called -
a full employment proposal. The word “full” was dropped and the
word “maximum” was put in in its place. The purpose of that
change was to recognize that there is such a thing as frictional un-
employment, but I cannot say that there was any accurate definition.
What would be your definition? I think we should have a situation
which enables the labor force to move around, we want to be perfectly
free. We do not want to have a system, I would think, by which
Government could pick up men and say, “Here, you are out of a job,
now go somewhere else and go to work,” if they do not want to.

Mr. Basste. I think that is correct. I would point out in that con-
nection we are using a measure of unemployment that excludes a con-
siderable portion of the so-called frictional unemployment. The
census survey of employment and unemployment is set up in such
a way that certain types of short-run unemployment do not appear,

_or are not counted as unemployment, certain turn-over unemployment,
erhaps I should call it, people moving from one job to another.
ut, leaving aside that qualification and speaking In terms of the

census measures, it seems to me that there is a range of unemployment
~ in which no particular Government action is called for.

That might be stated roughly in the range of 2 to 6 percent of unem-
Eloyment. I feel that the Government is not particularly called upon

or large compensatory action.

To take such action when unemployment is still at a moderate level
may involve you later in serious difficulties which it would not be
possible to compensate. That is to say, if you use your ammuni-
tion when unemployment is only two and one-half or three million,
and then you get into a much more serious recession, what will you
be able to do about it ?

Mr. Rica. May I ask this question? Hasn’t it been a fact that

“too many people In Government have tried to take care of those people

who are out of jobs rather than letting them try to seek jobs for them-
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selves? The person unemployed should try to take care of his own
unemployment and not look to the Government to do everything for
him,

Mr. Basste. I think, of course, the individual frequently has very
little opportunity to do anything about the situation. Either there
are jobs that he can move 1nto, or there are not, and from his point
of view that is all thereistoit. . .

Now, just where the Government should step in and try to provide
jobs or insure provision of private jobs is the point it seems to me,
the essential point, of this discussion. I think that should not be
too early; but certainly in the range of three to four million unem-
ployed is where you begin to get info the problem, and it seems to me
that as unemployment goes over four million, you clearly ought to
be thinking in terms of Goovernment policy.

Now, we are not in that range now, and it seems to me we are not
in the immediate future likely to be faced with that problem in serious
Imeasure.

Mr. Ricu. I quite agree with you on that, but I think if the indi-
vidual does not take some responsibility of his own to try to locate
a job, but exects somebody in Government to do it, then the great
burden is always on the Government to find a job for the individual
rather than letting the individual find a job through his own efforts.

Mr. Bassm. But I try to make a distinction between where initi-
ative is important and one where it isnot. One aspect of the problem
1s locating a job, whether or not there are enough jobs, and another,
from the broader viewpoint, is to consider whether or not there are

-enough jobs. ,

Mr. Kreps. In other words, you feel the objective was set too high—
the figure of three and one-half million unemployed, say, between
4 and 5 percent of the labor force, is a reasonably attainable objective.
To try to keep the number of unemployed down to 2% million may
involve considerable danger of inflation. Other objectives promui-
gated by the Council may also be too high. Therefore, the policies
they advocate should not come into being at the time they set, but
at a lower and more attainable level ; is that right ?

Mr. Bassie. My remarks were not directed specifically toward the
recommendations. At this point, we were talking about the general
situation. Asyou recall, I set up two and one-half million, or roughly
4 percent, as being a kind of full-employment objective for the year
1949. I took that as a medium figure in which there would have been
neither inflation nor deflation in that situation. Now, there has to
be growing production to maintain unemployment at that level, be-
cause productivity is increasing and the labor force is growing and
we cannot keep unemployment down to such a level without a rise in
production and employment. '

My remark on that point was partly cast in‘terms of my view of the
outlook, which is one of general stability and continuing prosperity
through this coming year.

The Crarman. In terms of employment what is your outlook?

Mr. Basste. I think employment is likely to be fairly stable, pos-
sibly tending upward, with unemployment also fairly stable, and pos-
sibly also tending upward. The margins of growth in the labor force
can permit both of these measures to increase at the same time; and
I think the outlook is close enough so that both could increase at the
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same time. Now, it might be that the movement in unemployment
would be large énough to— ‘

Senator Franpers. The present unemployment figures are what?

Mr. GainsrucH. Three and one-half million.

Senator Franpers. Would you be satisfied to see those go upward
in view of your suggestion of the two and one-half million?

Mr. Basste. A little bit would still be within the limit of tolerance,
but I think as soon as it got over four million, we would be in a posi-
tion of casting our thoughts basically on the side of trying to reduce
unemployment rather than letting it get any higher. .

Mr. Rice. What would you do if there were, say, 100,000 people
who were not working, and there was a demand for the work they were
intended to do, and if they did not go ahead and do that work, there
would probably be a million more people put out of work? What
would you do so far as the Government was concerned in a case of
that kind?

Mr. Bassie. Are you referring specifically to the coal situation ?

Mr. RicH. Your guess is as good as mine. [Laughter.] What
would you do in a case of that kind where either somebody is telling
them not to work, or they are refusing to work, and because of it a
million more people will be put out of work in a very short time?
What would you do?

The Cuarman. May I interrupt? _

Mr. Rrca. I would hate to have you interrupt me. I would like
to have him answer the question. I am not interested in your answer.

- The CmammaN. This is a question. I was wondering whether you
want the committee to understand that you are just guessing.

Mr. Ricu. I think the gentleman and T are pretty much of one mind
in the question. I am just trying to get his answer.

Mr. Basste. I am afraid I have very little to contribute to that ques-
tion of policy. :

Mr. Rica. You are an economist, are you not.?

Mr. Bassie. Yes, I am; but this is not primarily an economic ques-
tion. '

Mr. Rrcu. It is not?

Mr. Bassie. Not as I see it. v

Mr. Rice. What would you call it?

Mr. Bassie. Basically a political question.

Mr. Rica. Politics? ~

Mr. Basse. Not politics in the narrower sense, but, broadly con-
ceived, a political or social question rather than a question of
economices. :

Mr. Ricm. Then, whenever men refuse to work at something in
which the public is very much interested—to keep people from freez-
ing and keep others from starving—it becomes a political question?

Mr. Bassie. The question of action certainly does, yes.

Mr. Rica. All right. [Laughter.]

The CraTRMAN. Does any other member of the round table wish to
get into this? Please do not let the congressional Members do all
the needling here.

Mr. Ricr. Needling? If you call that needling, then I do not
know. I am trying to get an answer from these economists now on
how to run things. You cannot get it from the administration, you
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cannot get it from any laws we have passed. It is a question that
. somebody must figure out outside of the Congress, because they are
doing nothing. It is about time somebody in this country tried to de
something that is the right thing for the American people.

The CratrmMaN. What would you do?

Mr. RicH. What would I do*?

The Crarrman. Yes. :

Mr. Rica. I am not the President of the United States. I would
not do what they are doing down there now running this Government,
I will tell you that. B

T];e. Crarman. Mr. Woodward, do you care to get into this pic-
ture?

Mr. Woopwarp. I do not think so, sir,

The Crmammaw. I am looking right at the Harvard professors
now. :

Mr. Harris. May T continue a point that has been raised?

The CHarmMAN, Yes,

Mr. Hagrss. I think I represent Harvard more than Arthur
Smithies does. :

Mr. Smrruies. Let’s see what you say before I agree to that.

-. Mr. Harrs. On this last point I think the figures we ought to
strive to set as a maximum on unemployment depend partly on how
you define “aunemployment.” T think there is a good deal of differ-
ence on that issue. There is the question, for example, of people who
have been unemployed for less than 30 days and are waiting for
.another job. Are they unemployed or not? There are people who
work 2 days and want to work 5 days. Are they unemployed or not?
That is a question of definition.

If we knew how many people were working 2 days who would
like to work 5 or 6 days, if we knew how many of those people there
are, we would know how many there are unemployed.” That is a
technical definition. . _

Mr. Rrcu. Let me ask you a question here.. Would you call a man
who has the opportunity to work and does not work, or whom some-
body is keeping from working, an unemployed man ¢

Mr. Hagris, He is unemployed if he is a member of the labor
market and is-looking for a job and cannot find one. ‘

Mr. Rica. No; I am talking about the man who has a job, and
is willing to work. The job is there, the people in_ the country need
his services. Is he unemployed?

Mr. Harris. You say the job is there?

Mr. Ricr. Yes. :

Mr. Harris, You mean he is on strike? .

Mr. Rrcm. I do not know what he is on. He just is not working.

Mr. Harrts. Why isn’t he working?

Mr. Rica. That 1s what I want to know, [Laughter.]

Mr. Harris. It is partly a question of intention. If he really is
looking for a job—and what you mean by “looking for a job” is
another issue. A

Mr. Rica. I want to know whether the fellow is unemployed if
there is a job waiting for him, ready and coaxing him to take it,
and yet he refuses to take it. o
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Mr. Hagris. T would say if he is not looking for a job, he is not a
member of the labor market, he is therefore not unemployed. He is
not unemployed because he 1s not a member of the labor market.

Senator FrLaxpers. As a matter of fact, are those on strike, for-
mally or informally, included in the unemployment figures?

Myr. Harris. I believe they are not.

The Cramymax. The rules of the Bureau of Labor Statistics and
the Department of Commerce in compiling our statistics on employ-
ment and the labor force are, as I understand it, that any person who
is employed 14 hours in the week is counted as employed and not as
unemployed.

Mr. Harris. The only other point I was going to make on that par-
ticular issue is the question that should also be determined in relation
to how well the unemployed are taken care of. If you have an ex-
cellent social-security system, then having 4 or 5 million unemployed
is one matter. If you have a pretty poor social-security system, it is
another matter. I would not set any fixed number, but I would raise
the issue of the relevance of the definition of unemployment and
the manner of taking care of our unemployed. It is certainly better -
to have a job than to be taken care of by social security. :

The Craman. We were discussing the outlook, and this is inci-
dental to the discussion.

Mr. Hagris. Do you want me to go on?

The CHARMAN. Just give us a summary, if you please.

Mr. Harrts. I would say that the major factor in the 1949 situation
was an increase of the contribution of Government by $10,000,000,000
relative to 1948. That is to say, a rise of Government’s contribution,
a deficit of $3,000,000,000 against a surplus of $7,000,000,000.

Now, it seems to me that was the crucial factor that kept this down
to a minor decline, and I do not agree with the Council that it was
to an important extent a matter of cooperation between business and
Government or between business and labor or between labor and Gov-
ernment. I do not agree that there was any significant trend in this
direction; if anything, in view of the large strikes, one might say
there was a deterioration of relations.

The important fact was that we have an element of built-in flexi-
bility in our economic system so that as soon as a recession comes an
increase in public spending and a decrease in taxes follows, and that
was the decisive factor that kept the economy from declining more
than it did.

I would say if there were not $6,000,000,000 in foreign aid in 1949,
you would have had a more serious decline. I also would like to
point out that if you take the years 1942 to 1945, take the total income
during that period and take the normal investment and consumption
during that period, there was a deficiency of $207,000,000,000 of
spending on consumption and investment; and the prosperity we
have had in 1946, 1947, 1948, and 1949 in no small part depended upon
using up that backlog, and it seems to me we have gone a long way
toward using that backlog up, and unless we have increased war ex-
penditures, and so forth, we will have to have additional outlets to
maintain a stable economy.

The CrarrmaN. What outlets do you see?
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Mr. Hagrris. Well; Senator, I would say that one important matter
is to maintain foreign aid.

Mr. Ricu. Right there, do you mean maintain foreign aid? Do
you mean giving things away in order to keep our economy up?

Mr. Harris. I -would say it is quite conceivable that you can give
things away and still gain even in terms of our own national income
if you have a large améunt of unemployment. I think that is gen-
erally accepted.

Mr. Rica. ‘Where is the breaking point on that? _

Mr. Harris. I would be glad to develop that point, Congressman
Rich, if you like.

Mr. Ricu. ‘All right. ) .

Mr. Harris. You can develop it in any way you like. 1 do not
think, for example, the national debt is-a matter of great concern. -
I would say a national debt that takes $5,000,000,000 a year out of
a national mcome of $225,000,000,000 a year is nothing to get.fright-
ened about.

Mr. Rica. How long can you keep that up?

Mr. Harrrs. If you take President Truman’s statement that we may
have a national income of $900,000,000,000 by the year 2,000 1 would
say we can keep on for quite a long time.

Mr. Rrcu. T would rather have somebody else’s statement.

Mr. Harrrs. Let me go to history. Do you mind?

Mr. Rica. Go ahead.

Mr. Hagrris. Going back a hundred years to the British situation in
1818, they had a national debt costing 8 percent of the national income.
By 1913 that national debt, although a very small part of it was repaid,
cost them 1 percent of their national income. That nineteenth cen-
tury development in Great Britain corresponds to a certain extent to
what we might expect in the United States in the twentieth century.

Senator Franpers. May I go back to an earlier point and ask you
whether you feel that we cannot maintain full employment without
this process of an unbalanced foreign trade, whether by ECA or by
point 4 or by some other means? Is our economy such that we have
to reckon on distributing an unavoidable surplus by means which do
not bring in an immediate return for the goods produced ?

Mr. Harris. Senator Flanders, I belong to the school that holds that
view to some’ extent, and I must say I was a little distressed to see
the Council repudiate that view to some extent in its last réeport. '

Senator Franoers. That is, we cannot have a generally balanced
economy without continuing deficits which have to be accepted?

Mr. Harris. I would not say I am absolutely certain about this,
but I would say there is a strong probability .that that is true, and
I would like to point out that if, for example, we drop foreign aid
and if as a result of dropping foreign aid our economy grows normally
for the next 10 years, and if our investments return to a normal
level in relation to present income, then the total amount of consump-
tion in relation to the national income would have to rise to almost
80 percent in 10 years and that is a percentage that we are not likely
to attain on the basis of past experience. I, therefore, say you either
have to have Government spending rise if you are going to have a high
employment economy and keep investments at a normal level, or else
you have to have a depression,
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Mr. GarnserUGH. Do you mean Government expenditures for goods
and services and private capital formation and foreign investment
would take only 20 percent of national income or GNP'¢

Mr. Harris. Private investment and Government spending
as against the increase of income of 3 percent

Mr. GarxserucH. Not accompanied by corresponding expansion in
capital goods?

Mr. Harris. Normally in a high-employment economy we are not
likely to be able to absorb more than 12 percent of the national income
in private investment. That was in the preceding year’s report.

Mr. GarnssrucH. The Council is willing to accept 14 or 15 percent
this year. ‘

Mr. Haggis. This year they have gone overboard on private invest-
ment. I do not think the Council will get a good grade on Keynesian
econoiics on the basis of this year’s record.

The CraRMAaN. Do I understand, Professor, that you are grading
them down on the ground that the Council has abandoned the theory
of Government spending which you are expounding ? ]

Mr. Hagris. I grade them down—of course, I realize the Council
is a semipolitical organization and I realize they cannot say the things
that a professor can say who does not have these responsibilities. It
it my job to egg on the Council to do what I consider-to be correct
public policy, and I suspect that even—well, I will not say this, since
1t might embarrass some members of the Council.

Mr. Rica. You do not need to worry about embarrassing Members
of Congress. )

. The Cramyan. He is worrying about embarrassing members of the
Council, not Members of Congress.

Senator Franpers. Mr. Harris, it apears to me that you have the
feeling that our industrial economy cannot of itself distribute all that
it produces; is that right?

Mr. Hagris. That is right.

Senator Fraxpers. What relation does that bear to the Marxist
theory of surplus production? Itseems to have some resemblance to it.

Mr. Hagris. There is some resemblance, and not only to Marx. As
you probably know, Senator Flanders, from your New England ex-
perience, we also had the Foster-Catchings theory in the twenties.

Senator Fraxpers. 'What were the names?

Mr. Harrs. Foster and Catchings. I was a reader in the awarding
of a $5,000 prize which was awarded for the best interpretation of their
book on profits. It is an old theory in the history of business cycles.

Senator Franpers. It is a theory that troubles me because I can
easily conceive of theoretical returns from production which with
the balance between investment and personal consumption and gov-
ernmental expenditures supported by taxation does, nevertheless, dis-
tribute everything produced. It seems to me that is not an impossible
situation. Yet, these theories tend to indicate that it is an impossible
situation. )

Mr. Harris. May I say if I were interpreting this Democratic eco-
nomic program as against the Republican economic program—and, of
course, I speak for myself—I would say the Republican program is
progress without Government intervention of any kind or a limited
amount of intervention. The Democratic program is: Let’s have
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“ull employment, progress, rising standards of living, but we are not
likely to achieve these without perhaps an increased proportion of
Governmental intervention,
I think that is a fair summary of the Democratic position from 1933
until 1948. T am not sure it is in 1949,
Senator FLaxpers. I am not attaching Democratic or Republican
labels to this, but simply considering whether there is any optimum
return, division of the returns from production, which will insure the
purchase of the goods produced. That is it.
Mr. Harris. 1 think you said if the Government sees that we have a
fair distribution, and so forth—is that not correct ?
Senator Franpers. I did not use those words.
- Mr. Harris. What are the words you used? If you grant the Gov-

ernment is going to bring about a great redistribution—you may have
" noticed the Council soft pedaled the difficult question of redistribu-
tion in its last report.

Senator Franpers. I am leaving out the question of Government
policy, except as the Government is one of the consumers of produc-
tion, and assuming that in a balanced situation consumption, gov-
ernmental consumption, is paid for by taxation which comes out of the
money returns for production—whether it is not conceivable that that
thing can be balanced ; so that whether it is the Marxian or Keynesian
or the Foster-Catchings variety, a balance between production, the
returns from production, and the flow into consumption and invest-
ment may not be balanced.

Mr. Hagrris. I say unless you have the Government intervene to a
considerable extent, either through domestic investment programs,
stimulating consumption of the masses or foreign aid, there will be
trouble, because I think the position that I gather you hold, Senator
Flanders, leaves out of account the tremendous increase in the output
of consumer goods that results from more and more investment.

Finally, you reach a crisis, and you have to take care of either goods -
that are being produced.

Senator Franpers. The crisis is the thing I cannot understand, as
a necessity. As a practical fact, perhaps yes, but as to its economic
necessity, that is the thing I was unable to understand many years ago
in reading Foster-Catchings or reading the Marxian theory of surplus
production or the Keynesian theory, all of which seems to indicate
the necessity for supplementing in some way the support of the re-
turns from production in distributing the production itself.

It seems to me we can conceive that it can be on balance, and I just
]};ave been unable to find out any inherent reason why that cannot

e done. ’

Mr. Syaraies. Could I get into this?

Mr. Harris. Mr. Chairman, I-do not accept his views.

Mr. Surrames. That is why I want to get a balanced Harvard point
of view on this thing. '

The Cuarrman. Do get in.

- Mr. Smrrazes. I think one can also approach this question from the
point of view of the Council and the Brookings Institution, which have
pretty much the same point of view. I think they both say that the
wage-price system is an inherent factor in this balancing, and both the
Brookings Institution and the Council feel that you can have a system
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“of wages and prices that will produce balance. If the gap between
wages and prices is too large, they feel the purchasing power will get
taken out of circulation and you will not distribute the product. ‘

Now, one method of restoring balance to the economy—and I think
Mr. Harris would agree—is to achieve an appropriate margin between
prices and wages.

That is the view that Brookings put forward in the thirties and that
is the view I think the Council is putting forward today as its main line
of attack. : :

Mr. RicH. Do you agree with Mr. Harris that you can go on and
continue on with a national deficit that

Mr. Saarrarms. Could I come to that? I am leading up to his point.

Mr. Rica. I would like to know whether all the other economists
agree with Mr. Harris.

Mr. Hargis. They all disagree with him.

Mr. Ricu. I do not agree with him. .

* The CHaIRMAN. Mr. Smithies, do you agree with Professor Harris
that the Council has turned to the right since last year?

Mr. Sarrraes. Oh, yes; I agree most decidedly.

. Mr. Rice. Read their December report. It isentirely different from
the one last February. You would not recognize it.

Mr. GarnssroeE. Read the January report and set that against the
December report. .

Mr. Rica. They are here today and there tomorrow.

Mr. Smrtaies. May I go on with this?

The CralRMaN. Please do.

Mr. Sarrrmes. I think the Council has not yet told us how the wage-
price margin could be fixed at an appropriate level. I very much
sympathize with anyone who refuses to contemplate adjusting the
wage-price margin through widespread and comprehensive economic
controls, and I think the Council very properly has refrained from
recommending putting this economy into a strait jacket of economic
controls, but the fact remains that we are not told {mw you do adjust
the wage-price margin; and I think that is what leads Professor
Harris into his view that if you cannot get a wage-price policy that
will solve this problem of distributing the product, you must resort
to fiscal policy. ‘

Personally, I would very much prefer to resort to a fiscal policy of
compensatory spending or compensatory reduction of taxes than to
resort to a system of compulsory control over the economy; and that
may be the real issue that confronts the country—iwhether a compen-
satory fiscal policy is the thing to resort to or whether a compulsorily
controlled economy is the thing to resort to.

Senator Fraxpers. May I ask, Mr. Smithies, whether it is_your
feeling that at present the wage-price structure needs in general—we
will not refer to specific instances—an increase in the wage par-
ticipation? ]

Mr. Symrrmtes. I would like to refer in that connection to the Presi-
dent’s own economic report. One disturbing thing in the President’s
economic report from the economic outlook——

Mr. Hagris. Only one?

Mr. Surraies. I said one disturbing factor on the economic horizon
it draws attention to is the declining rate of investment, and it points
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out-that serious problems may arise in 1950 unless the declining rate
of business investment is arrested. .

Now, if the declining rate of business investment is not arrested, and
there may be some question even as to whether it should be arrested,
because the high rate of investment since the war has been largely
necessitated by catching up on capital equipment—if the natural
thing to happen is for the rate of business investment to decline,
then some other kind of adjustment has to take place in the economy,
and if we accept a declining rate of business investment as a fact,
some other compensating device has to come into play, and on that
premise a narrowing of the wage-price margin would help to sustain
activity.

Mr. Rica. Will you give us the reasons why you think investment
is declining ? '

Mr. Smrrares. It seems to have been exhibiting a downward trend
for the last few months. - )

M;'. Ricu. Can you give us reasons why you believe it to be the
case?

Mr. Sumrruies. As I said before, after the war for several years
there was a period of extraordinarily high investment demand to catch
up on capital requirements of business that had not been supplied
during the war. I think one would naturally expect the postwar
rate of investment to be above normal.

I do not pretend to be able to forecast any of these things, but on -
the basis of general reasoning I think we may have an abnormally
high level of investment and the economy has to adjust itself to a lower
level of investment, a lower level than we have had in the past few
years.

Mr. Ricu. Do you not think it is lack of confidence in their Govern-
ment which is one reason why they fear the investment in business
because the opportunities seem to be going away from business enter-
prise? I get letters now from manufacturing concerns who fear the
importation of, for instance, tool steel, closing down the tool steel
plants, and they have asked me to do something, if possible, with the
administration to try to regulate the tariff so they can protect our
high standard of living. Isaid I could not help them, that they would
have to get the labor unions to go to the Chief Executive and get that
help, because the Chief Executive does not want to help business.

Mr. Smrraies. I would put it this way: I think lack of confidence
in business could reduce investment in a critical time, and it could
prevent investment from recovering, but I do not think that confidence
alone could increase investment with the absence of other favorable
conditions.

The CuairmaN. I think we are going to have a very interesting dis-
cussion on policy later. The desire was to first get a quick view of the
outlook. We naturally jump ahead to policy. I wonder, Mr. Burns,
if we could begin with you and then go rapidly around the table and
get a statement from each participant on what he conceives the out-
Took to be. Would you be good enough to state your position?

Mr. Burns. Yes, Senator. I would like to confine the few remarks
I wish to make to two broad conclusions reached in the President’s
report. One is that our economy is definitely recovering from the
recession that started in the fall of 1948. The second conclusion is
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that it is highly probable that our economy will continue to expand
over the next few years and at a faster rate than in past decades.

With veference to the first conclusion, I am cheered up by the
Council’s summary of recent events, but I do not see the statistical
picture in the same way. During 1949 gross national product de-
clined quarter after quarter. So did some of the leading components
of the gross national product, for example, consumers expenditures
on nondurable goods and producers expenditures on plant and equip-
ment. Personal income declined quarter after quarter, both before
and after taxes.

As far as unemployment is concerned, you should take it on a season-
ally adjusted basis. It appears that unemployment rose throughout
the year except for the last 2 months, and the decline in tliese last
2 months was slight.

As for the volume of employment, if we take the figures compiled
by the Bureau of Labor Statistics on unemployment 1n nonagricul-
tural establishments, it appears as follows: Between December 1948
and July 1949 there was a drop in employment of 1,570,000, and the
next 2 months there was an increase of 370,000. Between September
and October there was a decline of 810,000. The next month, Novem-
ber, there was no change. I have not yet seen a December figure.

Jenator Doucras. Mr. Burns, there is a December figure just out as
of last night.

Mr. Burws. I think that is the Bureau of the Census figure. There
is, unfortunately, a_conflict between the employment figures of the

Bureau of Labor Statistics and the figures of the Bureau of the
Census. The conflict is very serious indeed, and I have no opinion
as to the cause.

Senator Doucras. Simply for the sake of completeness of the record,
you might be interested in the figure of total unemployment given
by the Bureau of the Census for December. It is 3,489,000, or an
increase of 80,000 over November.

Mr. Bugns. Thank you very much. That is the figure for unem-
ployment, I know. I now wish to turn to another side of the sta-
tistical picture. It is a side that has been quite properly brought out
in the Council’s report.

The Federal Reserve index of industrial production reached a low
point in July or on a quarterly basis in the third quarter. The Bureau
of Census series on nonagricultural employment likewise shows early
improvement. The physical volume of construction apparently ‘ad-
vanced materially during the entire past year; so did consumer ex-
penditures on durable goods. ‘

Taking the evidence altogether, what I see is, first, a certain degree
of statistical inconclusiveness and, secondly, a variety of cross cur-
rents. I find it difficult to say what the current direction of aggregate
economic activity actually is.

Let me now say a word about the Council’s conclusion concerning
the outlook for the next few years. This conclusion, as far as I can
see, is based on very slight evidence. The only thing I can find defi-
nitely in the report is the statement that capital equipment has recently
expanded materially, and that marked technological improvements
have taken place. It seems impossible to draw any inference from
these broad and general statements, perfectly valid though they be.
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Now, in making these remarks, I do not wish to raise a sharp dis-
agreement with the Council’s judgment of the short-run and long-
run economic outlook. I mean merely to assert that the current direc-
tion of economic activity is uncertain and that the future course is
more uncertain still. Fconomists have not yet evolved, if they ever
will, a technique for making dependable forecasts; and it follows from
that as I see it, that both business and Government must make their
plans so as to allow for various contingencies.

Now, as to my judgment concerning the economic outlook, I rather
feel that in view of the rise that has recently taken place in Construc-
tion contracts and in otders for durable goods, a pick-up in business
activity can be expected over the next few months. Beyond that I
would not venture a definite opinion.

The Crarrman. Then, during the year 1950 you expect a pick- up2

Mr. Burws. During the first few months of that year.

The CHaRMAN. Beyond that?

Mr. Burx~s. Beyond that I would have to guess without having
much basis for that guess. .

The Cmamrman. Thank you, very much. Now, Mr. Gainsbrugh,
would you be good enough to give your statement on the outlook?

Mr. Gainspruca. I have brought with me today two recent Board
surveys which bear upon the outlook for 1950. I reported on these
before the joint committee last year, and I would like to repeat the
presentation this year, if T may.

The first is the Business Outlook, 1950, as seen by the Conference
Board Economic Forum, and the second is the business outlook for
1950 as seen by the men charged with executive decisions with exe-
cutive management in business.*

Some of us in the Conference Board Forum are extremely concerned
about the wave of optimism and, in my own opinion, undue optimism
which has developed over the extent of recovery that should be
forthcoming in. 1950. The unanimity of public opinion, even for
the first 6 months, I think, is unparalleled. The only parallel I can
draw is the optimism that prevzuled around the time when Governor
Dewey was nearly elected. I do not know if that is a correct pamllel
or not, but that is the last time I saw so much of it.

Actually, the results of our Economic Forum particularly and even
the views of businessmen lead to the conclusion that recovery is based
predominantly and prepondelantly upon temporary stimuli such as
refunds on veterans’ insurance, the inventory shortage arising from
the steel strike, and the shrinking remainder of postwar backlogs in
the automotive and construction industries.

We see definite problem areas ahead by mid- 1950 These include
the stimulation of sagging capital expenditures, the adjustment of
agricultural production to existing levels of demand, and the crea-
?on of additional productive jobs for the new entrants into the labor

orce.

Virtually every professional forecast that I have seen, particularly
those given at the recent professional meetings, stresses the trend
toward a lower level of activity by the year end than that prevailing
currently.

1 The survey, Executives Optimistic on Business in 1950, will be found on pp. 205 to 214.

1
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Let me first summarize the findings of the Conference Board Eco-
nomic Forum, and here I can give you some pertinent statistics. We
asked the Forum members to give us a series of estimates for the sec-
ond half of 1950 as well as for the first half. Virtually every business
indicator supplied us by Forum members is pitched at a lower level
for the second half of 1950 than for the first half.

The CraIRMAN. From whom did this come?

Mr. GarxserugH. The names are shown on the first page. The dis-
cussion leader was Murray Shields, and the rest are Jules Backman,
Solomon Fabricant, Martin R. Gainsbrugh, Edwin B. George, A. D. H.
Kaplan, Malcolm P. McNair, Sanford S. Parker, Roy L. Reierson,
Clyde L. Rogers, Merryle S. Rukeyser, Helen Slade, Bradford B.
Smith, and Rufus S. Tucker. ' ,

The Crairman. These are all business economists, are they?

Mr. GaixsBrucH. Yes; as well as academic or private research.

The CuAlryMan. No Government economists there?

Mr. GarxssrucH. All outside Government, and, hence, I think their
views are pertinent to your problem this morning.

The CHAIRMAN. Very.

Mr. GarnsprucH. For GNP the estimate for the closing half is
placed at $248,000,000,000 as compared with $255,000,000,000 cur-
rently. The physical volume of production (FRB) is likewise esti-
mated at 174 for the second half as compared with 177 for the first 6
months.

The third and the most significant finding, Senator, is that nonagri-
cultural employment in the closing months may be slightly lower than
currently. This would result in an unemployment total of about
four and one-half million, or a million higher than cwrrently, because
of the entrance of new workers into the labor force during the course
of the year.

The Cuatryan. You say “because of the entrance of new workers ?”

Mr. GarnssrucH. Some 750,000 will enter the labor force this year.
1f we do not create new jobs for them, we will then have 750,000 plus
the slight sag for the current members of the labor force. .

The Cuarrmax. In other words, an expanding economy would be
necessary to prevent that increase of unemployment due to increased
labor force.

Mr. Garxssruea. That is correct.  Why this decline? The major
factor contributing to this lower level of activity, according to our
Forum, is the probability of a further shrinkage in capital expendi-
tures by business. In addition, some of the Forum felt an increasing
number of consumers will be priced out of the market because of high
labor costs which would rise even higher in 1950 through expanded
pension provisions as well as further direct wage increases. As a
group, however, the Forum participants did not believe this change
n the pattern of business activity late in 1950 would be a forerunner
of drastic depression or prolonged readjustment.

Instead, it was felt that we have not yet struck a sound balance
between prices, wages, and profits, and that after the slump late in
1950, we would emerge with a better balance among prices, wages, and
profits and thereby provide a sounder foundation for sustained activity
- 1n subsequent years. '

So much for the Forum’s views. I can give you some of the other
Forum estimates if you like. :
61483—50——10
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The CaaRMAN. Briefly, I think you have given us the answer to
your opinion of the outlook.

Mr. GarxssrucH. That is for the economists’ group. I would like
however, to point up the businessmen’s viewpoint on this by referring
to the second document entitled “Executives Optimistic On Business
In 1950.” This is the result of a survey we have just completed on
what business expects in the first 6 months of 1950. It has some very
pertinent findings, particularly in connection with Mr. Burns’ com-
ments. This survey shows fist, if you look at table 1 in our exhibit,
that the inventory situation in manufacturing is now far better than
it was 6 months ago. Eighty-eight of the 131 companies reporting
say that their inventory position at the start of the year was now
normal. They had largely worked off their excessive inventories.

The new order position, too, is extremely bright. If you look at
table 2, showing the estimated new orders compared with 1949, you
will find that 73 of the participating companies indicate that their
new order position is higher than in 1949 and that only 43 report the
order position is lower. Those are all on the optimistic side.

A pessimistic or sobering conclusion, however, is to be found in the
profit picture. Looking at what business expects in profits in 1950
as compared with 1949, we find that two of every three companies
anticipate that profits will be the same or lower in 1950 than in 1949.
In fact, two of every five companies anticipate that profits will be
lower in 1950 than in 1949, in the first half.

The Cuamman. What significance do you give to the recent an-
nouncement of Mr. Sloan of General Motors that its profits of some.
$600,000,000 in 1949 have established an absolutely new record? Is
that at all characteristic of industry in general %

Mr. GainserucH. It is not. The profit picture for industry, as
reported by the Council, turned downward in 1949. The automobile
imltlustry is one of the largest remaining segments of postwar backlog.
Mr. Wilson stressed the strong character of General Motors outlook
for the first 6 months of 1950. But even his press release at the 1950
showing of General Motors cars did have to concede that the outlook
for the second half of 1950 was not so good as in the first half of 1950.
There is a rather extensive statement in the Forum report by Rufus
Tucker, economist for General Motors, on the outlook for automobiles
in the second half of 1950. I think that the Department of Commerce
recently reported in its own survey that automobile production in
1950 would be down 10 or 15 percent with the decline primarily con-
centrated again in the second half of 1950.

The Caamsan. Now, is it fair to say, in summary, that your econo-
mists generally agree that the outlook is not so rosy for 1950 but that
your business executives, on the other hand, feel that it is rosy?

Mr. GainsgrucH. With this important distinetion. The economists
would agree that the pattern for the first 6 months of 1950 is favorable
and that it assumes an unfavorable cast for the second half of the
year. Last year, as I remember it, you pressed me for the answer to a
somewhat similar question. You asked what the pattern would be
throughout the year. I said at that time that if industry was let
alone—and that led to a discussion we then had about drift—that by
the end of 1949 there would be a fairly well established recovery
throughout all of industry.
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This year in contrast to the drift policy of last year we may need a
program of action in the second half of 1950, not to stimulate con-
sumption, nor even to stimulate Government activity into the housing
field—and this perhaps bears on the second part of the program—
but rather an integrated program to stimulate private investment.

The CuareMaN. May I skip the two representatives of Harvard,
left and right, and call upon our Princeton representative. Mr.
Strayer. .

Mr. STRaYFR. Senator, I can say what I want to at this point very
briefly. I think Mr. Burns showed how difficult it is to make predic-
tions. I believe that we cannot predict very far beyond the current
period. There are too many uncertain forces operating.

* I think if we turn to the record of the Council, if we turn to the
record of other forecasters, we can see that as often as not—I would like
to see some statistics on it, some statistical compilation—and I think
maybe more often than not, their predictions have been wrong. You
can refer to the 1949 January report of the Council for some evidence.

In view of this difficulty, which is generally recognized in view of
the record, I would say what we have to think about is being able to
act to meet known circumstances when they arise. It does not mean
we do not worry about how we are going to correct for investment
slumps or for durable goods consumption slumps. I think we should
worry about possible qualitative credit control, the sort of thing Regu-
lation W-involved. We should worry about much more-flexible and
rapidly acting fiscal policy, but I think the whole story—and this
other part comes up later—is that we do not know enough to make
plans a year ahead or, as required in the budget very often, a year and
a half ahead at this point.

The Cxramaan. In summary, do you wish us to understand that
vou d?o not regard the outlook to be as rosy as it has been pictured by~
some ¢ !

Mr. Straver. I am sure it is not rosy, because I think it can turn
either way. I think we can get a renewal of inflationary pressures or
we can get a depression and a growth in unemployment. I think we
are in a very uncertain situation, coming out of what has been em-
phasized, this period of postwar adjustment, with replacement de-
mands looming so large. We do not know what is going to happen on
the international front. There may be great demands for increased
outlay there. I do not think we can plan in January to do what may
be needed in June or July, and, I would like to emphasize that fact
so that we might get flexibility and acceptance of the viewpoint that
would permit rapid action rather than trying to be wise men-in Jan-
uary and finding that you have to retrace your steps or admit your
errors of judgment and slow up the process of adjustment that may
be necessary later in the year. -

The Crarrmax. Do you mean that if future developments which
none of us can predict should bring about such a change in the inter-
national scene that we would not have to make expenditures for na-
tional defense upon the scale now projected, or expenditures for eco-
nomic rehabilitation, international objectives on even the reduced
scale now projected, that that would bring a turn-down? But are

- we to assume that for the next 12 months we will have to proceed upon
that basis? Do you care to express an opinion on that assumption ?
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Mr. StrayEr. No, because what will happen to private investment,
what will happen to these dollars that are being paid out for the in-
surance dividend, I cannot predict. I just want to be able to act
whichever way the facts require when we know. In other words, I
am emphasizing that in January I do not want to go on record saying
anything more than that January is a pretty good month, probably
February will be })retty good, but beyond that I want flexibility.

Mr. Harris. What do you do as a businessman having to make plans
for the next half? If you are dealing in durable goods, it calls for a
large commitment.

Sgenator Fraxpers. Are you suggesting that Congress should keep
in continuous session ? ‘

Mr. Straver. No. This gets me into my policy conclusions. What
I am saying is you should give sufficient flexibility to the executive
branch of the Government so that they could act within limits es-
tablished by Congress to correct for maladjustments, and as far as
the businessman 1s concerned, I would say 1f we had such a policy,
then he would have much greater assurance of favorable markets,
which would do a lot to maintain investment, for example, at a steady
level, than he does at the present time.

I do not think our predictions help him. I would like to be able
to say, maintain income payments within a range or that if unemploy-
ment grew beyond a certain amount, then you would act.

The Cuamman. Of course, it is inevitable, Mr. Strayer, that the
decision of Government, whether in the Congress or in the Executive,
and the decision of business must depend upon a judgment now as to
what the next 3, 6, 12 months will bring forth. .

Senator Franpers. Would you feel that the flexible provision writ-
ten into the Public Housing Act was along the lines that you are
thinking about?.

Mr. Straver. I do not know the actual language in that.

Senator Franpers. The maximums and minimums were set as to
expenditure within the judgment of the President, seeking advice
from the Council of Economic Advisers.

Mr. Straver. That is certainly along the line that I am thinking,
also unemployment insurance, if we increase coverage and increase
the size of the payment, would be another step in this direction. It
would work rapidly and pretty much automatically.

Mr. Ricm. Mr. Strayer, you recognize, I presume, that all good busi-
ness in this country does its planning not for a month ahead or for
2 months or-a quarter, but they plan %or a year or maybe 2 or 8 years
ahead, looking forward to doing good business. They have the first
responsibility of taking care of their labor; they have the responsi-
bility to their stockholders; they want to forecast and plan for years
ahead. That is only good business in. my judgment.

Now, when it comes to the operation of the Federal Government,
then, you mean that you want the Government to have a plan only
in case of an emergency to take up the slack that might be attainable if
business is unable to keep its force working all the time? .

Mr. Straver. That is correct, I think. I want the Government to
be able to step in, which should certainly help businessmen plan.

Mr. Rica. Only in case of emergency ? A

Mr. Strayer. I do not know how you. define “emergency.”
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Mr. Rica. Only in the case you have, as the gentleman said, 5 per-
cent of the people unemployed? You figure on a certain percentage
of people not employed all the time, and when you get above that
point you want the Government to act? _

Mr. Strayer. That is correct. This does not mean I do not want to
consider aid to education or housing or rehabilitation of veterans or
other things, but I do not think they can be varied rapidly. A lot of
them stand on their own feet. They should be done or should not be
done according to our decision as to the long-run need.

Mr. Ricu. You do not expect the Government to be helping every-
body all the time?

Mr. Strayer. 1 do not think it does.

" Mr. Ricu. I think it has helped pretty nearly everyone. If any-
body is left out, I would like to know who it is.

The Cuarrman, Mr. Wendzel.

Mr. Wenbzer. Senator, I am very much pleased by the attempt in
the President’s report to set the proposed actions for the coming
year in long-range perspective. I would agree also that the long-
range outlook is very bright. I am apparently in sharp contrast
with the previous speaker and some others, who seem to feel that you
cannot look far into the future. i

It seems to me, as a matter of fact, that the foundation of employ-
ment depends on a long look into the future; namely, making a busi-
ness investment. When a man sets up a factory or a farmer plants an
apple tree, he must look 10, 20, 30 years into the future. v

Such a long-range outlook is taken every time an intelligent busi-
nessman make a long-range capital commitment. It seems to me that
if we as economists are going to try to help enterprise and Govern-
ment adjust activities that will contribute to a high and stable level
of investment, we must attempt to take a long-range view. I believe
it can be done. There are those who are trying to do it.

No lesser light than Sumner Slichter, of Harvard, published an
article, How Big in 1980, in which he attempts to consider the underly-
ing factors over the past several generations which are pretty likely
- to continue for the next 10 or 20 years.

I have myself attempted to predict forward into 1970, and I helieve
you can come out with a picture that, while perhaps it 1s not quite as
optimistic as that of the Council of Economic Advisers, still seems to
me to show a rather strong outlook for the long-range future within
which to set our judgments concerning where 1950 does fit.

T think the reason their outlook is somewhat too rosy is simply be-
cause they are thinking in terms of a level of employment which, as
Mr. Bassie pointed out earlier, is probably somewhat too high. It does
not seem to me within reason that you can expect to hold unemploy-
ment at two or two and half million or anything like it over a long
period of years.

That brings me to the other point which worries me in the report,
and it is the assumption that you can hold the short-run fluctuations
to anything as close to zero unemployment as the report assumes. In
-other words, two or two and one-half is pretty close to frictional unem-
.ployment, so that you are really trying to hold cyclical unemployment
pretty close to zero.
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'Well, again, if you take a long look at history, it is pretty obvious
that the kind of an economic system we have, if it is going to make
progress, makes progress in waves, and if we are going up, we are also
bound to come down a little bit.

Now, that does not mean we have to have 1930’s or anything of the
sort, but it does seem to me to say we are not likely to get by this year
or next year, certainly not for several years, without having unem-
ployment in excess of two or two and one-half million. As a matter of
fact, I think we would get farther in trying to put 1950 into the long-
range picture if, instead of trying to look at unemployment only, we
looked at the relation of employment to population. Everyone here
recognizes a figure of unemployment does not have too much signifi-
cance unless you relate it to the labor force. :

Now, we have a terrific labor force at this time, and a labor force
which probably is well above the long-time average. It is certainly
above the long-time average we have had in the past, and I believe
it 1s above the long-time ayerage that we can expect in the future in
terms of the ratio of labor force to population. Not too much, but
slightly above. It isjust enough to make a difference, so that a million
or two or even three of unemployment beyond the two million here
would not be an absurd amount with respect to a fairly normal long-
range situation. ’

In other words, it seems to me that in attempting to hold unemploy-
ment within a reasonable range, it is necessary to recognize that it is
bound to fluctuate somewhat more than is assumed in the President’s
Report. Then, if you come back to appraising where we are in 1950,
I should say that 8,500,000 unemployed does not suggest any signs of
alarm. We are not at a high level of unemployment relative to labor
force, and in terms of the relation of employment to population. The
ratio of employment to population is still well above the prewar
average, we are even well above the 1900 to 1929 average and, as a
matter of fact, I expect the ratio is above the long-time average of
the ratio of employment to population that we are going to have in
the long-range future. -

Even if we allow, however, coming back to the long-range forecast—
and I have made forecasts to 1970 in these.terms—a level of unemploy-
ment slightly larger than that which exists now, or, to put it another
way, if we allow a somewhat smaller ratio of employment to popula-
tion than we have today, we will still come out with a tremendous
increase in national income and output over the next 10 or 20 years
simply because trends of productivity are sufficiently strong, it seems
to me, to warrant that assumption.

So then,in sumary, I would say the long-range outlook is very good,
the short-range outlook is still fairly good, but we cannot assume that
we can hold our levels of unemployment to anything like the narrow
range that the Council of Economic Advisers seems to have in mind.

I should like to call this committee’s attention once more to my long-
range study, entitled “Perspective for Business Expansion,” which
was published in August 1949 and which considers the economic out-
look to 1970. While 1t was written primarily for Kalamazoo business-
men to read and does not carry the full quota of supporting data that
technicians may desire, it does, I believe, illustrate the feasibility of
taking a long forward look. It also presents evidence that will at least
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raise some doubt in your mind concerning the demoralizing tendency
of many to assume that our economy has lost its internal powers of
expansion. * Incidentally, this report also emphasizes the importance
of moving toward an expanding economy through promoting economic
understanding among individual businessmen at the local, grass-roots
level. I would like to have this statement included in the printed
report at this point. :

The Cratryan. It will be included.

(The statement referred to follows:)

PERSPECTIVE FOR BUSINESS EXPANSION—A MEMORANDUM TO
KALAMAZOO BUSINESSMEN '

(By Julius T. Wendzel, August 1949)
INTRODUCTION

A]l would agree that sound business expansion is necessary to good profits,
high-level employment, and community stability. We have attempted, through
a study of past economic trends, to develop perspective concerning the prospects
for profitable business expansion now and in the future.

Our studies suggest that the period 1949-70 is likely to be characterized by
rapid growth and high average levels of income, employment, and effective
demand. On this basis we conclude that Kalamazoo .businessmen who are
considering the establishment or expansion of enterprise in the years immediately
ahead face a generally favorable market in the longer-run future. We believe
this long-run perspective should be given heavy weight in decisions concerning
business expansion during the next few years.

In the pages that follow we shall present our basis for believing that the
period 1949-70 is likely to be characterized by a high average level of effective
demand ; and we shall attempt to indicate the general course which businessmen
may expect effective demand to follow between now and 1970.

The long, broad look

The long look.—In considering whether or not to expand capital and business
enterprise in the near future, we believe it important for Kalamazoo businessmen
to fasten attention on the economic outlook for the long-run future. The proba-
bility that an investment made in 1950 will prove profitable depends heavily on
the level of economiic activity over a long period in the future. The products of a -
plant built in 1950 will come onto the market in 1955, 1960, and 1970. Capital
expansion involves long-run commitments and should be considered in long-run
terms. .

Perhaps because information concerning the long-run economic future is so
limited, there is a general tendency for businessmen to be influénced excessively,
in planning capital outlays, by short-run slumps and booms. We hope that by
presenting information concerning the long-run economic futuire we can minimize
the tendency to postpone, during the current business slump (which could con-
tinue for some time), expansion programs that, viewed over the long run,
might wisely be started soon.

The broad look—In considering the prospects for profitable expansion, we
believe it important also for Kalamazoo businessmen to take a broad look.
The level of demand for the product of a specific farm or factory in Kalamazoo
depends to a considerable extent upon the level of economic activity in the
country as a whole. The market for many products produced in the Kalamazoo
area is not in this immediate area but throughout the Nation. The demand
for all products tends to be buoyed when income and employment in the country
as a whole are high and tends to be depressed when income and employment in
the country as a whole are low. -

All commodities will not, of course, be affected alike by changes in the level
of effective demand in the country as a whole. A high national income may
result in only a moderate increase in the prices and sales of paper, while it
results in a spectacular increase in the prices and sales of fur coats. .When
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considering business expansion every individual businessman must attempt tb
determine the impact of changes in the economy as a whole on his specific line of
business. It remains true, nevertheless, that a broad look at activity in the
economy as a whole is usually fundamental to sound calculations with respecr
to business expansion in Kalamazoo. .

Thus, the long, broad look is vital when considering the establishment. and
expansion of business enterprise.

THE OUTLOOK FOR NATIONAL ECONOMIC ACTIVITY

. To develop the long, broad perspective which we believe desirable when con-
sidering business expansion, let us indicate the long-range probabilities, as we
see them, with respect to the general trends of economic activity in the United
States as'a whole for the period 1949-70.

Total national income and income per capita

The hest composite measures of economic activity are those indicating the levels
of national income. The national income is the sum of the products of our
Nation’s individuals and groups, such as laborers, bankers, and business firms,
organized for productive purposes. The outlook for national income, corrected
for price changes, is really the outlook for production and employment and
indicates, in a general way, the level of effective demand for the products and
services of individuals and individual firms in this community and in com-
munities throughout the Nation.

For many purposes the income per person in the population is more significant
than total national income. The total- national income could, for example,
increase rapidly with an increasing population while efficiency and product per
person were not increasing at all. In such a case an increasing national income
would show neither a healthy economy nor a strong potential demand for the
products of the average individual firm. Increasing income per capita, on the
other hand, especially if population is also growing, is an indication of econoniic
health. We shall, therefore, attempt to indicate the probable trend of income
per capita as well as of total national income.

Appraisal of elements

To determine the outlook for total national income and income per capita
it is necessary to anticipate the future of (1) population, (2) employment, and
(3) product per employed worker.

Population.—The Nation’s population continues to grow, although the per-
centage rate of growth has been decreasing for many years. There has been

- a considerable spurt in population growth during and since World War II; but it
is generally assumed that the rate of increase will again decline considerably
between now and 1970.

The Bureau of the Census has made various estimates of the probable future
population of the United States. On the basis of these original estimates and
supplementary data published currently it is possible to project population
growth to 1970 without the probability of large error.

The latest census estimates suggest that population reached about 149,000,000
by mid-1949. The Bureau of the Census has also made forecasts of future popu-
lation under alternative assumptions concerning fertility, mortality, and net
immigration which provide a basis for estimating the percentage increase in
population between now and 1970. The apparent actual increase in population
since those estimates were made suggest that the census estimates based on high
fertility and low mortality, with a slight adjustment for net immigration, provide
the best basis for estimating population growth to 1970. On this basis we esti-

" mate that population will reach 151,000,000 in 1950, 157,700,000 in 1955, 164,-
100,000 in 1960, 170,800,000 in 1965, and 178,100,000 in 1970.

For perspective we may point out that our population estimates reflect in-
creases of about 8.5 percent for each of the decades 1950-60 and 1960-70.
These increases compare with increases of about 15 percent for the decades
1910-20 and 1920-30, slightly over 7 percent for the depression decade 19300,
and a probable increase of about 14 percent for the decade 1940-50.

Employment.—A study of economic growth in this country leads us to believe
191020 and 1920-30, slightly over 7 percent for the depression decade 193040,
are relatively high. .

For the period 1900-1941, excluding the war years 1917 and 1918, the number
employed, on an average, was equal to 37 percent of the population; and for the
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period 1900-1929, excluding the war years, the number employed was, on an
average, equal to 38.5 percent. It seems likely that employment will, on an
average for the period 1949-70, tend toward the higher of these two figures.

The average rate of capital and business expansion for peacetime purposes,
for the period since 1929, has been well below the long-time average. This has
led some to believe that the 1930’s marked the beginning of a long-time downward
trend in economic growth and employment. This conclusion seems to us un-
warranted. Data on income and capital formation running back several decades
before 1900 show no tendency toward declining growth, relative to population,
previous to the 1930°s; and it hardly seems reasonable to interpret a decade or
two of relatively slow growth as indicative of a permanent trend.

There is also strong historical evidence indicating that the Nation’s economie
growth, while rapid on an average, has occurred in alternating waves of rela-
tively high and relatively low economic activity. The deep depression of the
1930’s and the relatively slow recovery (except for war activities) in the 1940’s
were to be expected after the long upswing usually dated as beginning around
1898. Similarly, unless economic history suddenly changes its course, it is to
be expected that, during the period 1949-70,. capital formation and employment
will tend, on an average, to be at relatively high levels.

Given this historical setting, we believe it reasonable, for the purpose of
gaining general perspective, to assume that the number employed will tend to
average 38 percent of the population for the period 1949-70

Productivity.—All authorities agree that the productivity of our economy per
man-hour worked has increased rapidly throughout our Nation’s history.
Estimates by the Department of Commerce and various independent writers
indicate an increase in product per man-hour of around 2.5 percent, compounded™ -
annually, for as far back as 1900, and rough data running back much farther
indicate that some such rate of increase had been maintained on an average
throughout the preceding century. We see no reason to doubt that this rate
of increase will continue throughout the period under study. Increasing pro-
ductivity depends basically on the increase of knowledge and its embodiment in
more and better plant and equipment, better organization and more effective
work processes. In short, increasing productivity depends on the march of
science. We see no prospect of a decline in scientific progress. In fact, with
the current emphasis on education and research, the decades of the ﬁft1es and
sixties might well bring another scientific and technolof'lcal boom.

During the period of the 1930’s many persons lost all hope of scientific and
technological advancement such' as had characterized our economy since its
beginning. This happens normally in deep depressions. There are some who
still carry this pessimism. We can excuse those who, during the despair of the
1930’s, were prone to feel that no great new- scientific discoveries would be forth- .
coming. It would hardly be good judgment, however, to permit such pessinrism
to form the foundation for appraising the scientific and economic future.

For simplicity we will estimate the future growth in productivity of our
economy in terms of product per worker cmployed rather than in terms of
product per man-hour. The two measures would be equal if the normal work-
week remained constant. Since it is likely that the normal workweek will de-
crease somewhat during the next 20 years, the rate of increase in terms of
workers employed may tend to be less than in terms of man-hours employed.
In attempting to develop perspective, therefore, we propose to adopt a figure
of 2 percent, compounded annually, for the rate of increase in product per
worker employed, for the period 1948-70.

National income trends

Our analysis of past growth and growth prospects with respect to population,
employment, and productivity lay the foundation for perspective concerning prob-
able future trends of national income and income per capita. In table 1, columns
5 and 6, we present data showing the income trends that would be indicated by
our assumptions for population, employment, and productivity. For convenience,
these factors are also shown in columns 2, 3, and 4. .

The income estimates are expressed in 1948 dollars. Thus, the estimates of
increases in income are really estimates of the increase in physical volume of
production. In comparing these income estimates with actual income figures in
the years ahead, such actual figures should be adjusted for changes in the gen-
eral price level.
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TaBLE 1.—Estimated trend of national income and national income per capita,
United States, in 1948 dollars,® 1948-70

Population | Persons em- | Product per Total na- National
Year July 1 ployved person tional income income
(million) (million) employed (billion) per capita
[¢V) 2) ®) [¢)) (5) )

146.6 60.7 $3, 697 $224.4 $1,531
151.0 57.4 3, 846 220.8 1,462
157.7 59.9 4, 241 254.3 1,613
164.1 62.4 4,688 202.5 1,782
170.8 64.9 5178 336.1 1,968
178.1. 67.7 5,718 387.1 2,173

1 Data for 1048 are preliminary. Employment figures include members of the armed forces and income
data include payments to the armed forces. The estimated figures for the years 1950 and after are on the basis
of civilian employment and income. : :

From table 1 it will be noted that, over the entire period from 1949 to 1970,
very substantial increases in national income and income per capita are indi-
cated.  In terms of total national income (column 5 of table 1), which was
$224,000,000,000 in 1948, a rise to $387,000,000,000 is indicated—an increase of
72 percent. Income per capita (column 6) is shown as rising from $1,531 in
1948 to $2,173 in 1970—an increase of 42 percent.

The income data in table 1 can perhaps be more easily visualized in chart form.,
The solid lines in chart 1 show the estimated trend lines for national income and
income per capita. -

Observations concerning trend indications

It should be evident that we do not present these indications of income trends
as firm predictions of future economic activity in our Nation’s economy. It is .
possible that the actual trends in national income and income per capita will be
either somewhat higher or somewhat lower than our estimates. It will be help-
ful to indicate the factors which may lead to higher or lower income trends.

More favorable factors.—Several factors might make the outlook even more
favorable than our estimates suggest. . It is conceivable, for example, that the
percent of the population employed may average 38.5 percent or over for the
period. There has long been a tendency for the proportion of the population
wanting work (the labor force) to increase. If this should continue, and if the
rate of capital formation should pick up as rapidly as economic opportunities
seem to warrant, employment may average well above our assumed 38 percent
of the population. Similarly, if scientific invention and innovation move for-
ward at something more than an average pace during the years under considera-
tion then our figure of 2 percent for the rate of increase in productivity per
employed worker may be low. )

Population may increase somewhat more rapidly than we have assumed. This
would tend to push the trend of total income above our estimate, although it
would have little effect on the trend of income per capita.

Less favorable factors—It is possible, on the other hand, that actual trends
of total income and income per capita may be somewhat lower than our esti-
mates. Bver since 1929 our economy has been retarded by an undercurrent of
pessimism concerning the future. While we believe this pessimism to be quite
unwarranted, we cannot overlook the fact that it has played some part, and may
continue to play some part, in placing a drag on capital formation and employ-
ment for peacetime purposes. It is possible that businessmen, having in mind
the disasters of the early 1930’s, may start more slowly than we anticipate on
the road back to high-level investment. This is especially likely if social and
governmental attitudes and institutions are such as to dampen the spirit of
freedom and adventure among men of enterprise.

It is possible also that population growth will be slightly less rapid than we
estimate. Our estimates tend toward the high side in terms of the assumptions
made by the Bureau of the Census. A slower rate of population growth would
tend toward a somewhat lower total national income, but would have little effect
on income per capita.

High and low trend possibilities.—It may be conducive to perspective if we
indicate the extent to which the trends of national income and income per capita
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CHART I

ESTIMATED TREND IN TOTAL & PER CAPITA
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would tend to be above our estimated trends if employment and productivity
should move at what we-might call “optimistic” rates; and also to indicate about
how far below our estimated trends the trends of national income and income
per capita would fall if these background factors should tend to lag. The broken
lines above and below the solid trend lines in Chart 1 show these high and low
trend possibilities.

Short-period deviations from trend.—It should be emphasized that the figures
shown in our table are not meant to indicate the levels of income for those specific
years. The figures for specific years are merely indicative of the general direc-
tion of movement. There will undoubtedly be shorter-run cyclical and irregular
variations in employment and business activity which would result in considerable
short-period deviations from the general trend indicated by our data.

In this paper we are not attempting to indicate eitber the timing or the magni-
tude of short-run flights and dips in the longer period under consideration, al-
though we may mention that our longer-run studies point strongly against any
such long and deep depression during the period 1949-70 as characterized the
1930°’s. Our purpose here is to emphasize the importance of developing long-run
perspective when considering business expansion; and, by presenting long-run
estimates, to aid Kalamazoo businessmen in developing such perspective. Busi-
ness expansion geared to long-run trends is apt to be both more profitable and
more stable than that which is influenced excessively by short-run swings.

We realize, of course, that short-run timing is important. Once a businessman,
viewing the'long-run, has decided to expand within the next few years, it is im-
portant to decide whether it is best to begin in 1949, 1950, or some other year.
For this purpose data concerning the probable timing and magnitude of devia-
tions from expected trend, in the near future, are important. Such shorter-run
forecasts can, of course, be made, but they require quite a different type of
analysis than that here presented.

Reasonableness of estimates.—While we emphasize the need for caution in
viewing our estimates, we wish to emphasize also that they are well.within the
realm of reason. To many they will seem high. Standing here today it is hard
for all of us to visualize the Nation’s potentialities tomorrow. For perspective,
however, let us glance again at past history. .

Annual income data are not readily available before 1919 ; but the National
Bureau of Economic Research has developed decade averages as far back as 1869-
78. These data leave no doubt that the average annual rate of increase in
national income which we suggest for the period 1948-70 (3.3 percent), was
considerably exceeded, in dollars of constant purchasing power, for every two-
decade period previous to the decade 1929-38. It is, of course, logical to antici-
pate a somewhat slower increase in total national income for the period ahead,
since the expected rate of population increase is significantly less than in those.
earlier periods. '

Let us now look at income per capita. Our estimated increase in income per-
capita for the 22-year period 1948-70 is 42 percent, or an average of 1.9 percent
per year. This is just slightly under the rate of increase in income per capita,
in constant wholesale dollars, that held, on an average, for the two two-decade
periods previous to 1929-38. Placed in historical perspective, our estimated
increase in income per capita appears well within the range of probability and,
incidentally, well below the potential achievement of our economy. The ex-
pected slower rate of population increase during the period 1949-70, as compared
to earlier years, tends to strengthen the likelihood of a relatively high-level in-
come per capita during that period. :

Rignificance

Our estimates indicate a strong long-run undercurrent of growth in economic
activity, and sug-est, therefore, that business expansion, undertaken in the near
future, can expect to face a high and growing average level of effective demand
during the long-run future.

In addition, our estimates indicate about how rapidly national income and
income per capita are likely to grow; and thus provide a general gauge against
which to determine the amount of capital and business expansion that is likely
to be profitable.

SOME CONCLUDING SUGGESTIONS

Individual businessmen in Kalamazoo and everywhere may well capitalize
on both the favorable long-run outlook for the Nation as a whole and the
apparent general tendency in the Nation as a whole to be cautious with respect
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to long-run commitments, The favorable long-run outlook, generally, promises

a good future market for the products of business firms in Kalamazoo. The
possibility that business leaders in the country as a whole may proceed with
their investments more slowly than potentialities would warrant will enable
individual business leaders with courage to move out ahead of competition.
Courageous and rapid enterprise and capital expansion by Kalamazoo business-
men would tend to be profitable and to provide high-level employment in this
community. .

Specific industries and general trends

The long-range outlook for specific industries is, of course, quite different from
that for the economy as a whole. High and increasing levels of income per
capita and effective demand in the Nation as a whole tend to brighten the pros-
pects for expansion in all lines of business; but they tend to brighten the
prospects for some much more than for others. Only with good understanding
of the manner in which individual business lines are affected by general trends
in income and activity in the economy as a whole can an individual, interested
in a specific line of business, make full use of data concerning such trends.

It is possible, by a study of past relationships and appraisal of the current
situation, to develop a good deal of information concerning the probable impact
of various levels of income in the ecgnomy as a whole on the demand for specific
products and on the prospects for expansion in specific industry lines. It is
possible, for example, to determine within reasonable limits the extent to which
expected increases in national income are apt to affect the future demand for
houses, book paper, dairy products, or farm machinery.

In the future, we hope to make more intensive studies of the outlook for
particular lines of industry which are of interest to businessmen in Kalamazoo,
and of how such industries are affected by changes in general economic trends.

Exzpansion by Kalamazoo busincssmen

- In every industrial area there are lines of industry so well situated that a
favorable outlook for the economy as a who'e is all that is needed to warrant
expansion. Although we have not made a close study of individual industries
in the Kalamazoo area, it is highly probable that there are several lines in this
area for which the favorable long-range outlook in the economy as a whole is
all that is necessary to provide strong inducement for business expansion. There
are other industries, generally those in which competition is more severe, for
which a careful appraisal of the competition is also necessary.

Regardless of the specific industry, however, and regardless of the state of
detailed knowledge concerning specific industries, we believe that our studies
indicating high average levels of effective demand in the Nation as a whole
between now and 1970 should encourage all businessmen of Kalamazoo to consider
the possibility of capital expansion—even during the current slump.

Mr. StravEr. Senator, could I put in a point ?

The CHAIRMAN. Yes.

Mr. StraYER. I do not think there is as much disagreement between
the last speaker and myself as was indicated. I think certainly as you
try to act to maintain high employment and to prevent inflation, you
ought to recognize that there is long-term growth. I think we have
to be able to contain either inflation or depression to realize that
long-term growth. I am focusing on the short-run problem, and he.
was focusing on the long run. I think we can do something very sub-
stantially better in the next 10 years than we have done before, but to
do that we have to be able to act quickly in the short run.

The CrairmMaN. Whether there is going to be private investment, on
the one hand, to bring about an expanding economy, or pubhc invest-
ment, on the other somebody has to reach a decision.

Tn other. words, ’the development of the future depends upon judg-
ments which are exercised in the present.

I would like to ask this of Mr. Wendzel. On what type of judgment
do you base your forecast?
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" Mr. WenpzerL. I think if one takes really a long look at the ratio of
investment to national income, he does not necessarily get the im-
pression that private investment is declining. I think we have been
so terrifically impressed by the excessive pessimism of the 1930’s that
we have assumed that we have actually had a change in trend. We
tend to project that trend from 1929 to 1941 or something like that.
If you start your trend back with 1860 and then carry on through, it
seems to me you have no conclusive evidence that there is a down-
ward trend of private investment in our economy. It seems to me
unless we can get much more conclusive evidence than the few years
of the thirties, which were obviously abnormal, there is no reason to
believe we have a downward trend of private investment.

Mr. GainserucH. I have some pertinent figures here in a study
published by Mr. Burns’ organization entitled “National Income, a
Summary of Findings,” National Bureau of Economic Research, 1946,
The author is Simon Kuznets. He has analyzed the trend of capital
. investment commencing with 1869 and running through 1938. The

" results definitely show a downturn by decades or by 20-year periods
from the initial through the ending period. Net capital formation
was as low as 1.4 percent of total national income 1n 1929-38, but.
even in 1924-33 such outlays were 6 percent, and in 1918-28, 10 per-
cent as compared with 14 or 15 percent in the early decades.

(The table referred to is as follows:) .

National income, percentage distribution between flow of goods to consumers and
. net capital formation, 1869-1938

Current prices 1929 prices

. Flow of Net cap- Flow of Net cap-

Decade goodsto | italfor- | goodsto | ital for-

consumers | mation consumers mation

@) @3] (&) O]

87.9 12.1 86.3 13.7
87.0 13.0 85.6 14.4
86.8 13.2 85.4 14.6
85.9 14.1 83.9 16.1
85.9 14.1 83.8 16.2
86.4 13.6 85.2 14.8
87.4 12.6 86. 4 13.6
87.9 12.1 86.9 13.1
87.5 12.5 87.0 13.0
87.6 12.4 88.6 11.4
89.1 10.9 89.8 10.2
93.3 6.7 94.0 6.0
98.0 2.0 98.6 1.4
14, Lines 1-5_ o iccecaiaees 86.71 13.3 85.0 15.0
15. Lines 5-9_.__ 87.0 13.0 85.9 14.1
16. Lines 9-13___ 9.1 8.9 91.6 8.4
17. Lines 1-5__.. 86.7 13.3 85.0 15.0
18, Lines 4-8.._. 86.7 13.3 85.3 14.7
19. Lines 7-11 . e iamiaans 87.9 12.1 87.8 12.2

Norte.—Calculated from estimates in National Product since 1869, table II 16, cols. 1, 3, 6, 8.
Source: Kuznets, Simon, National Income: A Summary of Findings, table 16, p. 53.

I think the historic projective drawn by the Council in its very
significant charts on pages 76 and 77 of the report—they are very
important charts, if you will look at them—needs very careful exami-
nation.

If I may, I would like to go on with this for a minute or two.
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(This discussion was continued in the afternoon session.)

The Cratryman. I wanted to ask Mr. Woodward to give us his views
of the outlook, and then we will get to this. . ) -

Mr. WewnpzeL. I think if you look at those statistics you will find
that the downswing in investment only starts if you average in some
of the downswing years of the late twenties, and that up until 1920,
-at least, there is no such evidence.

Mr. Harris. May I say one word there? I think Mr. Wendzel
should take into account the fact that we became a capitalistic nation
during this long period, and obviously you have a large amount of
investment during that period, and we cannot count on that kind of
windfall again. .

The Cuamraran. That leads me to interrupt Mr. Woodward by read-
ing from another Harvard economist. This is the report of Sumner
Slichter, which was published in full in the Commercial and Financial
Chronicle of January 5. He made a review based upon several points,
the seventh of which was that the need for investment-seeking funds
will represent a smaller part of the net national product than in the
past. “This result,” he said, “will be produced by the slower rate of
population increase.” .

In the past, over half of the private investment has been necessitated
by the rate of population increases. If capital per worker and output
per man-hour increase about as rapidly as in the past and if the labor
force increases in the next generation by about one-fifth, roughly
6 percent of the national product will be ueeded to devote to increas-

.ing plant and equipment. Between 1879 and 1929 nearly 9 percent
of the national product was used for these purposes.

The editors of the Commercial and Financial Chronicle undertook
to summarize the forecast of Professor Slichter in these words:

Harvard economist foresees rapid rate of technological progress, fairly slow
population growth in the next 50 years, looks$ also for broader participation in
corporate ownership, reduction in corporate savings, and decrease in use of
bank credit by business. Holds Government policies will be inflationary and
forecasts continuation of large concerns dominating industry. Contends in-
comes will increase fast enough to maintain high-employment level and there
will be no outright planned economy. .

Senator Fraxpers. Mr. Chairman, there is an old saying, which all
of these gentlemen across the table are familiar with, that 1f you laid
all the economists end to end, they would never reach a conclusion.

The CrarrymaN., Fortunately, we do not have them in a horizontal
position yet. [Laughter.]

Senator Franpers. I have always wondered at Sumner Slichter’s
perfect willingness to predict and reach a conclusion, and I have sug-
gested to one or two economist friends that it might be.interesting
to have a research project on his predictions for a doctorial thesis.
I think it would be a public service to have that done.

Senator Doucras. Mr. Chairman, now that my colleagues are giv-
ing vent to witticisms of their own, I hope I may be pardoned if I re-
peat a witticism of someone else, not my own.

The CraTRMAN. That might be better.

Senator Doucras. Listening to this variety of counsel from Harvard
reminds me of the saying of the late William James, some 45 years
ago, that at Yale they had a school but no thought; while at Harvard
they had thought but no school.
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The CHaRMAN. Mr. Woodward, let’s have a little sanity now for a
change. - ,

- Mr. Woopwagp. Thank you, Senator. I would like to do this
crystal ball act very briefly because the policy questions are rather
more interesting, and I have some things to say about them.

It seemed to me that 1949 was a year substantially of inventory
readjustment, and that we are now rallying from this readjustment, .
and the effect of the steel strike. I believe, with some others that have
spoken, that 1950 will be down at least a little from 1949, subject
always to the complete uncertainty of some international upset, of
course. :

I expect that decline to occur because of a decline in business invest-
ment, 1n net exports, in automobile sales, and in agricultural income.
T expect that the first half of the year will be better than the latter
part, but all in all, it will be a good year. We seem to be still
under the influences of the effects. of war and our real problems are -
not yet upon us of moving from a war stimulation into another kind
.of economy. I think we should be a little bit careful about drawing
conclusions on 1947, 1948, and 1949. I am willing to take the still
longer look, the 25 or 50 or 100 years, if you like, and believe that we
have a very bright outlook indeed if we do not stop ourselves from
having it. : :

As I say, I make this crystal ball act very brief because the policy
questions to me are much more important.

The CratrMAN. We are about to get to the policy questions, but first

1 want a brief word from the others on their outlook for 1950. ,
" Mr. Bassie, may I ask you in a word to say again what your outlook
for 1950 is. :

Mr. Bassme. I never quite got around to that in my previous state-
ment. I would like to express views somewhat at variance with
those stated here by other speakers. In the first place, let me say that
on this concensus for a decline in the latter half of 1950 I do not
agree. I might also say that I do not think that consensuses of this
type are of much forecasting value.

We have here a dozen economists who agree. As an indication of
what that is worth, T would like to refer you to anh article by Mr.
Livingston, who has been conducting this kind of survey with about
three dozen economists, in which he shows that the majority prac-
tically always gives an outlook picture that is set in terms of the
current conditions. When conditions are looking bad, the outlook is’
bad; when conditions are looking good, the outlook is good, at least
for a temporary period. ‘That is the kind of thing we have here.

Now, I think you get little out of summing up the remarks of any
such group of speakers. . It seems to me the essential effort has to be
to evaluate their remarks and select what is correct and what is not
correct. The concensus of businessmen, I think, is of somewhat
greater value, not for what it shows, but as for indicating an attitude
on the part of business. I would like to come back to that a little
later, because businessmen are optimistic at this point.

T think the view has been correctly presented that this current up-
turn is primarily due to certain temporary factors such as reversal
of inventory policy and expenditures from veterans refunds. Those
will not continue.
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But let me say that the effects of those factors introduce rather deli-
cate problems of timing. I have attempted to analyze them at some
length, and on that basis I come to the conclusion that they will not
necessarily introduce a let down in the second half of the year. In
fact, I think the second half of the year will be higher than the first
half, :

"~ The CHaATRMAN. What is the reason for that?

Mr. Basste. That is what I want to come to now. The idea that
business is going to be lower in the second half of the year is based
primarily on the decline in- capital expenditures, as Mr. Gainsbrugh
phrased it, sagging capital expenditures, and projecting that trend.
I think, as Mr. Smithies pointed out, capital expenditures had been
built up to a level somewhat above normal, but I do not think that in
the 1949 decline, that was the only factor. Capital expenditures are
always responsive to changes in the total picture and there was this

. additional factor, that businessmen were pessimistic in the spring of
the year. The shrinking of capital expenditures reflects that pes-

" simism, with some lag, and we were getting near to the low now.

I think with businessmen being optimistic and the economy moving
up in the first half of 1950, thé movement will again tend to reverse,
and I would look for capital expenditures to be higher rather than
lower in the second half of 1950. - -

Now, on the agricultural adjustment, which has been mentioned

Mr. GarvserugH. May I ask in which particular areas of industry
you look for expansion ?

* Mr. Bassie. I think we might get into a long diversion at this point
if W}:—l try to get into detail. I wish to continue my summary, if I
might. '

n the question of agricultural adjustment, it seems to me that there
is no conclusive answer. There is a fairly wide range of prices and
farm income in which the agricultural situation has very little effect
on the general economy. If prices should go down a little more, and
farmers’ incomes go down still more, because of rising costs as well
as falling prices, consumers, generally, will get the benefit of the lower

“prices and will have opportunity to spend more money in other ways,
sustaining activity elsewhere. ‘

Now, let me point out also, that the view expressed in this concensus
is somewhat inconsistent. It says that consumers will be priced out of
the market through rising costs, which implies rising prices also. But
if the economy is going down, why will prices be rising? That is
hardly consistent with the rest of the position taken there. In fact,
it seems to me prices will tend to be relatively stable.

Also, on the profit side : with prices stable, with productivity increas-
ing volume of sales perhaps somewhat higher, I would think that the
tendency would be for profits, exclusive of inventory revaluation, to
increase; and since profits in 1949 were depressed by negative inven-
tory revaluation, the actual increase in profits should certainly be
significant in 1950, perhaps in the neighborhood of 15 percent, on a
rough estimate.

One additional point: at the end of the year, we should be on a
fairly stable basis. In other words, I am presenting here a rather
optimistic outlook about the next year or two. However, I do not think
that that optimistic outlook is one which will hold indefinitely, and

61483—50——11
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1 would like to say to this extent, in agreement with Mr. Harris, there
is a prospect over the longer run that there will be a let down and a
significant one, a very significant one.

Whenever we are operating under boom conditions, as at present,
there is a prospect that the expenditures maintaining the boom will
decline. That is true of Government expenditures as well as private.
In a boom period Government expenditures are built up partly by -
their relation to private expenditures. That is true, for example, of
public building and of highway building. People want their high-
ways now. They want schools when their children are growing up,
not when school buildings are needed to compensate for a decline.

There are important factors in the Government budget of a tem-
porary nature, and I speak of the war-connected expenditures pri-
marily. : . .

The CrarMan. I might interrupt to say that the papers today in
Washington tell us that the Governor of Virginia is asking for an
-expenditure of $45,000,000 of State funds to build new schools in the
State of Virginia. The reports gathered by the Bureau of the Census -
on State government show that all through the United States there 1s
a rising level of public expenditure by the States of State funds for
the construction of various facilities—hospitals, schools, roads, and
other community facilities—that were very much neglected during
the war, So I would think that factor will certainly continue to have
some effect.

Mr. Basste. I think that is correct, sir. I think the demands of
the people for those facilities are wholly.reasonable and cannot be
ignored by the Government bodies responsible for undertaking them.
But there are certain limitations on how many schools and hospitals
and post offices we build over a period of time.

The Caairman. That again is governed by population and brings
us back to the point of view expressed by Professor Slichter, that
population growth governs economic expansion.

Mr. Bassmm. Yes, but I do not see how you could come out with
a long-run optimistic conclusion on that. We certainly are going to
be undertaking a volume of school building in this period immediately
ahead that cannot be sustained beyond 5 or 10 years at the outside
and, thereafter, there will have to be a reduction in that activity.

I agree with Mr. Strayer’s point. We have to be open to changes
in the kind of program we are undertaking from time to time, but I
do not think we can change those programs on the spur of the moment.
Any attempt to operate on a day-to-day basis will result in being
“too little and too late” with measures specifically designed to com-
pensate a change in private economy. .

Mr. Wexnpzer. Could I raise a question on this population thing
for a moment?

The CaamMan. Yes. -

Mr. Wenpzer. It is obvious with the population increase slowing
down, that you are not likely to have need for as much capital forma-
tion as you would if the rate of population increase were more rapid.
But is that the significant point or is the significant point the ratio of
capital formation to population? In other words, 1s our rate of in-
vestment and capital formation per capita going down? That, 1
think, is the essential question when you are judging long-range out-
look for the private enterprise economy and investment in it.
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Mr. Bassie. I was riot speaking of long-range outlook over a period
of 50 years, but rather one over what we would consider a cycle, and
you get a different point of view as you look at it from each of those
positions. Now, it seems perfectly clear to me that we have a labor
force, resources in general, and an economy productive enough to
expand the supply of capital goods and construction during any lim-
ited period beyond what can be sustained over an indefinite period.
That is the essence of the cycle. I think it is essentially the lack of
restraint in pushing investments during thé booms which is the domi-
nant factor in making the decline practically inevitable, and 1 do
not think anything in our present situation runs. counter to that
proposition. This 1s like other boom situations. . )

Senator Doucras. I do not want to anticipate your policy conclu-
sions, but is this the impression that I gather from your comment:
That on the whole you think it might be well if the Government with-
held some of its projected capital improvements for this year, dimin-
ished its appropriations for rivers and harbors, post offices, and high- -
ways, and so forth, and held those off for a period of possible de-
pression ?

Mr. Basste. I donot know if the Government could do that.

Senator Doucras. Ifitcould doit, would you doit?

Mr. Basste. Let me say I do not think that the high level of Govern-
ment expenditures and the deficit is a consequence of any plan or
theory about our economic position.

Senator Dougras. We are trying to introduce reason and rational-
ism into this budget, so that it will not be merely a “topsy.”

Mr. Bassme. But there has to be a balance between economic con-
siderations and other social considerations.

Senator Doueras. I understand, but on economic considerations
would you favor some tapering off of governmental construction in
fiscal 1950-51?

Mr. Basste. I have reviewed the budget and I personally do not
feel that I could recommend any great volume of that.

Senator Doucras. Do you niean you could not recommend a large
volume of construction ?

Mr. Basste. No, of tapering off.

The Cramrmaw. I take it that your position is that we should use
reason rather than rationalism in governing these expenditures, and
that such expenditures as would promote business activity, as con-
trasted with expenditures that do not promote business activity, are
the ones in which we might reasonably make reductions.

Senator Doucras. I would say to my dear friend from Wyoming,
whom I love and revere, that some time off the record I would like to
have him discuss the difference between “reason” and “rationalism.”

The CramrMAaN. Let me say on the record that I make the distinc-
tion that he who rationalizes tries to argue to support a conclusion
based upon pulling the rabbit out of the hat; whereas, he who acts
according to reason gets his facts first, and then reaches a conclusion.

Mr. Rica. May I ask Mr. Bassie whether he believes we should
economize to the extent that we tr;f to have a balanced budget?

Mr. Bassme. I would say, Don’t watch the deficit! That cannot
be a sound basis for action as to the economic aspects of this problem.

Mr. Rica. You think then, also, that we can continue on, as was
said by Mr. Harris, with a deficit without paying any attention to it?
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Mr. Basste. At this moderate level, yes. We have no deficit here—
let me say—

Mr. Rica. Wehave no deficit here ?

Mr. Basste. We have a deficit, but I interrupted my sentence. I
meant to wind up the sentence with another statement. I would like
to withdraw that part of the sentence.

Mr. Ricu. I would rather you would wind up your sentence because
you will wind up the Government if you keep up with the deficit. I
would like to know how you and Mr. Harris can continue the deficit
and figure that your country will be solvent. How will we continue?

Mr. Basste. 1 do not think we should continue. I started to say
we do not have a deficit here of a size that will produce inflationary
pressures in the economy. Now I wanted to take a somewhat different
approach to that statement, and that is why Iinterrupted it. 1 pointed
out that this deficit does not appear because anybody is planning to
bring about certain economic changes. It appears because of other
forces, postwar needs, fears, and tensions in the international situa-
tion, and things of that kind, which are not necessarily a permanent
part of the economic picture.

Mr. Ricu. I would say it appears because there is nobody trying
to balance it. If we in the Congress, and the President of the United
States had 2 mind to try to balance the budget, we would do it, and
we would not interfere with our economy a great deal, it seems to me,
because of the pick-up we could have in business enterprise.

Mr. Chairman, I would like to ask you to have these economists ask
each other questions because we will get our ideas together. "I would
like to hear these men ask each other questions for the remainder
of the time on things they have said, because I would like to get their
version of where they differ. '

The Cuatrman. I think you are quite right.

Mr. Ricu. You and I do not agree altogether.

The CaarMAN. And we do not differ very much.

Mr. Rica. We get together all right.

The CrarMaN. Mr. Smithies.

Mr. Ssrraies. Mr. Chairman, in my earlier remarks I did not have
a chance to address myself to the question of the economic outlook
because I was busy straightening Mr. Harris out.

Mr. Harrrs. He straightened me out by .agreeing with me, I thought.

Mr. Smrrates. I would like to say something about the outlook
specifically. It seems to me that the basic decisions that the Congress
will have to make in the next month or two relate to the year 1950-51,
beginning next July, and most of the definite comments that have been
made relate to the first few months of 1950, and for that reason will
not be particularly useful to you.

The basic decision to be made is what assumptions should be used
for the fiscal year 1950-51, and there I find myself somewhere between
Mr. Gainsbrugh and Mr. Burns and Mr. Bassie on that point. I do
not think we have enough evidence to commit ourselves to the rather
definitely pessimistic view of Mr. Gainsbrugh, and I do not think we
have enough evidence to commit ourselves to the optimistic view of
Mr. Bassie, and I do not think it is practical, if I understand the con-
gressional process at all, to adopt the completely agnostic point of
view of Mr, Burns and Mr. Strayer.
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The CramrMaNn. You are quite right about that, Mr. Smithies. Yes-
terday we had the Director of the Bureau of the Budget before us, -
and he told us the story of the method of preparing the budget. Now,
the outstanding fact and its relationship to what is being said here
this morning is that the preparation of the budget, which was sub-
mitted to the Congress by the President in January 1950, began in
January 1949,

It simply had to be so. It could not have been otherwise. So that
whether you are talking about Government or whether you are talking
about business, whether you are talking about big business or little
business, there must be a judgment before there is an expenditure;
- there must be a plan before there is a policy.

The problem is to decide how those judgments and plans may best
be reached in the public interest of all, it seems to me.

Mr. Smrraies. I, therefore, do think, although one cannot make and
should not make a precise forecast, one has to narrow the range because
there must be a basis for practical action. My own view, in the light
of this discussion and in the light of my own investigation, is that
you can rule out some possibilities. I have heard no evidence today
and no other evidence that we are likely to embark upon a period of
inflation in the next fiscal year. I do not think anything has been
said today to indicate that. Mr. Strayer said it might happen, but
I take it that was not on the basis of an explicit forecast, but because
he wanted to cover any possibility. I think that can be ruled out.
Again, I think no one has suggested—and I know of no other evi-
dence—that there might be extreme depression in the fiscal year
1950-51. We can, therefore, reduce the possibilities to a reasonably
narrow range.

The Crairman. There are so many school people here I feel I should
announce that that bell you just heard was the 15-minute bell calling
us to the floor of the Senate. So I am going to begin at the end
of the table and call each of you to state in a very few words, if-you
care to do it, what your concept of policy is, and when we come back
at 2: 30 this afternoon, we will launch upon a discussion among you
gentlemen as to what it should be. We would like to follow the sug-
gestion of Congressman Rich.

Mr. Woobwarp. Senator, the Council, it seems to me, has singled out
the concept of growth as the primary factor that it wants to talk
about, and I think that is a very appropriate factor on which to focus -
our attention. No one could disagree with that. The Council in
its approach bases a great deal upon the increase in productivity of
2 to 214 percent a year that has prevailed over a long time.

Now, my first problem about policy is this—that I should have
thought if one wanted to assure a continuation into the future of some
trend that has prevailed in the past, this trend of increased produc-
tivity, one would seek to determine the conditions which caused it to
prevail and then suggest measures to assure the existence of those
conditions in the future, with improvement to lessen instability, if it
is possible.

Now, I assume that the Council must have made some such studies
as to the causes of productivity in the past, and must have specific
reasons for proposing the legislation that it does as providing assur-
ance for a continuation of those trends. It seems to me we are rather
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in the dark in talking about the Council’s policy until and unless
we can have that study.

There is a related point there. The Council implies that produc-
tivity at present is within a few percent of the maximum that is
possible under the present hours and equipment and resources. It
does not offer evidence on the existence of that happy state of affairs,
and my impression is that the economy is producing considerably
less than is possible with present equipment and hours and resources.
It was only a year ago that production was substantially higher than
it is at present, and at that time we had a smaller working force and
we did not have the many billions of dollars of machinery and equip-
ment that has been installed since then. 'So I think the Council has
not in this case given us adequate evidence on which to discuss its
proposals. : .

Now the Council quite correctly, to my mind, places great stress on
business investment, and expresses some apprehension about it, and
says it must be maintained. The Council offers five proposals to
reverse the trend of declining business investment, at least as I count
them: Enlargement of consumer markets, extension of RFC maxi-
mum loan maturities, provision of equity capital for small business,
some tax adjustments as yet unspecified, and liberalization in State
regulatory standards and valuation concepts and in the policies of

_many of the fiduciary institutions themselves.

But unless the tax proposals are of a very different nature than
the press reports, I doubt that they will prove sufficient to reverse the
downward trend of business investment. The tax proposals as re-
ported are some reductions in excise taxes, partly offset by some in-
crease in corporate tax rates. I doubt that that kind of action will
reverse the declining trend in business investment.

Now the aid to small business would affect only a part of the busi-
ness sector, and I am rather afraid that that action will not proceed
very fast. I am also afraid that the action toward liberalization in
State regulatory standards will not proceed very fast. So I am left
with. rather marked doubts as to the efficacy of the measures in regard
to business investment.

I have one other point. That third point concerns the budget.
When I first came to Washington, Senator, the theory was that the
budget should and must be balanced ainually, and that was virtually
unquestioned. Since then the view has been increasingly altered to
a cyclical or compensatory budget with a rise in public expenditure
and decline in taxes and creation of a deficit when business was down
and the reverse when it was up. That was a very plausible theory
.and very persuasive to many of us. :

Now, what bothers me is that here the first time when the com-
pensatory or cyclical theory has been put to a test it is discarded. This
is an action that seems to validate the forebodings of many who said,
“Yes, that is a very attractive theory, but it won’t work because when
the deficit appetite is sufficiently built up, deficits will recur and some
other rationalization will be made for them.” .

Now, even more disturbing, there is not any suggestion that I can
find in the Council for any criteria for budget balancing. The Coun-
cil’s discussion is inconclusive and the President relegates it to a vague
future time. That is true of the budget message also. The Council
does not discuss, as I should have expected it to do, the possibility of
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cutting expenditures despite the very detailed and explicit proposals
made by such people as Mr. Bell, the former Budget Director, Sen-
ators Douglas and Byrd, and the Hoover Commission.

* It is not that a deficit for a year or two is so dreadful, although
at this level of business deficits are bad enough. What is really dis-
tressing is the abrupt abandonment of a standard built up over many
years, and failure to provide any real standards or criteria for fiscal
management in place of those abruptly thrown overboard. So far
as I can see, the reasoning, the conception that is left, could be used
to justify budget deficits almost indefinitely. And that we know, or
most of us think, although Professor Harris seems to differ, is the
~ way to more inflation with all the harm that it brings, it is the way

to economic instability instead of stability, it is a deterrent to busi-

ness investment, and it is an obstacle to rising productivity.

Now, as I said earlier, I thoroughly agree with the Council when
it says, and I quote—

The general growth of the American economy can create within less than a
_generation a truly good standard of living for all, ‘
but on the three basic subjects that I have mentioned I believe the

Council’s analysis could be improved. That is a matter of policy.

Mr. Ricu. That is a very good statement, Senator. [Laughter.]

The CrarMan. Mr. Wendzel.

Mr. Wenpzer. I will remain very general. It seems to me that in

terms of policy it would be helpful to review each of the suggestions in
the President’s report for action in 1950 in terms of what I believe
to be a fundamentally sound long-range look, even though it seems to
me a bit too optimistic. '
_ Then, if that is done, it would be wise to recognize the probability
that in such long-range terms you cannot expect to hold the fluctua-
tion in employment in as narrow a range as is suggested by the Council.
In other words, it seems to me quite unrealistic to assume that we can
reduce unemployment to two or two and one-half million in 1950.
T would, therefore, attempt to look carefully at each of the proposals
in terms of whether they will contribute to the long-range rise that
can be brought about and is likély to occur on the one hand, and
whether they are designed to bring about reasonable stability on the
other, without attenipting to hold the unemployment line on a razor’s
edge.

%‘he CuarMaN. Mr. Strayer.

Mr. StrayER. It seems to me the conclusions I drew as to our ability
to forecast do not require us to operate, as Mr. Smithies suggested,
without a plan. I think one approach to this that is very interesting
and useful is that of the Committee for Economic Development, which
has proposed that you assume high-level employment, adjust your
budget receipts and expenditures according to this assumption, and
then let the market do to tax yields and variable expenses, particularly
on unemployment compensation, what it may.

I personally feel that we need more than that, but there you have
a consistent body of thinking. You can plan ahead what Government
is going to do and you can plan, anticipating varying economic con-
ditions. I would urge that we should strengthen the powers of the
Federal Reserve Board to control credit and control monetary con-
ditions according to known facts.
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The subcommittee report on “Monetary, Credit, and Fiscal Policies”
I have not read, but from what I saw in the newspaper account, it
struck me as being the sort of thing we ought to put much more em-
phasis on. ‘

Finally, T would stress in this very brief statement that we ought
to worry much more about the institutional structure, both govern-
mental and private business, worry about questions of monopoly as
they affect the likelihood of price difficulties. I am concerned about a
long-run inflationary danger due to monopolistic wage and other price
policies followed by monopolistic industry. We have to face those
issues directly, and I think they are very important, not only in the
short run but in the long run. So I would urge institutional reform
as my final point. '

The CaairMaN. Mr. Smithies.

* Mr. SmrtaIEs. Mr. Chairman, I do agree entirely with the Council
of Economic Advisers that the basic program of the Government
should be planned on a long-range basis, and I do want to emphasize

- that as strongly as I possibly can, but, nevertheless, it has to be planned
on a short-run basis as well.

In two sentences my opinion for the 1950 program is that it should
be planned with a recognition that the economic situation is likely to
be precarious in 1950-51 and nothing should be done in planning the
1950-51 program which would be likely to touch off a depression or
recession. The second point is that I think preparations should be
made to meet a recession if it does arise in the fiscal year 1950-51, and
the specific thing I would have in mind would be an emergency pro-
gram to reduce taxes in a way that would hold up consumer purchas-
Ing power as an emergency short-run measure, but I would like to
elaborate them.

Mr. RicH. May'I ask one question there? You speak about reduc-
ing taxes. If you reduce taxes and we keep on spending, then where
do we head ?

Mr. SmrraIEs. I think in the event of a sharp reduction, you have to
choose whether you prefer a balanced budget or the depression.

Mr. Ricu. In other words, instead of giving it away, you want to
save it for the individual rather than give it to him.

The Cuairman, Mr. Harris. .

Mr. Harris. Senator, I am glad to see Professor—pardon me—Sen-
ator Douglas, who has done more than anybody else to reestablish
the prestige of economists and professors in Washington, because I
would like to start on a point dear to his heart.

The CuarmaN. That is assuming prestige was lacking.

Senator FLaxpers. I also presume that is a compliment, is it not?

Mr. Harris. That was meant as a conipliment to Senator Douglas—
that is, preliminary to attacking his position. Shall I continue?

The Crarrmaxn. Just briefly. I think we can just finish this.

Mr. Hagrris. T think Senator Douglas has done a lot of good work
emphasizing the point that we ought to economize in public expendi-
tures, get the most for our dollar. I do not think it follows from that
that we ought to cut expenditures drastically now. Incidentally, that
is one reason it is so difficult for economists to make a forecast, because
we do not know what the Congress is going to do on taxes and spend-

“ing. I suggest one of our difficulties is that there is a.public-debt
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neurosis in the country. I think Congressman Rich shares in that
neurosis. [Laughter.] A

Mr. Ricu. I have some other economists here that I think agree
with me.

"Mr. Harris. You have a majority that agree with you.

Mr. Ricu. You do not agree and I do not agree with you.

Mr. Harris. I say that I am not particularly worried by the
national debt. I did not say I have no concern. I say I am not as
worried about it as you are, for example.

Mr. RicH. I was under the impression from your statement that
you did not even consider it. . :

Mr. Harris. That is not exactly right. I do not go that far. The
point I make is this: That there 1s this neurosis that has a bad effect
on the economy. People are worried by the rising debt. It is the
job of the economists and, perhaps, psychiatrists to explain what the
national debt means. .

My point is, nevertheless, that you have to take account of this
neurosis. Therefore, I say we ought to keep our national-debt growth
down as much as possible, because of this neurosis. Now, then, you
- come to Senator Douglas’ point—that you have to cut spending now

and perhaps balance your budget now because this is a period of
prosperity.

Assuming you are going to get an X deficit in the next 50 years, or
in the next 20 years, probably this is not a good time to increase your
public debt. Therefore, to that extent I agree with Senator Douglas.
If Senator Douglas shared my lack of worry about the national debt,
he probably would say, “Let’s have a $5,000,000,000 deficit today,”
but since he does not, I would say to Senator Douglas the thing to
do today is to try to balance.our budget, not because we are so terribly
afraid of the national debt, but because we can havea somewhat larger
deficit later on when we need it more.

That would agree with Senator Douglas’ position at least 50 percent
anyway. As I have said before, if you are going to have an economy
that requires 78 percent of gross national product consumed, you
have to depend more upon Government participation. I would like
to say one word on the problem of forecasting.

Some time ago there was an investigation made of the number of
times forecasting services ‘were right and the number of times they
were wrong, and it was discovered that they were right less than 50
percent of the time, which means they did a worse job than somebody
could have done by tossing a coin. .

I agree that forecasting has to be done. I think you have to make
plans. I think this particular investigation should be a warning to
the Council that they ought to be very careful in this business of fore-
casting. One thing that was proved was that your forecasts were more
often right when made in a period of prosperity than when made in
a period of depression. I think it is partly because in the case of
business institutions they do not want to worry their customers too
much, and in the case of Government the Government, as noted early
in 1949, is afraid that the forecast of the Council may have had a
depressing effect on the economy.

" The CHairman. Mr. Gainsbrugh. .

Mr. GarnsBrUGH. I subscribe to the forecasting approach. I am
perfectly willing to conceds it is not perfect, but I think it is being
improved year after year. .
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On the question of policy I have these two statements to make.
First, that in the minds of business we are faced currently with a
fiscal crisis. Increasingly as we fail to solve that fiscal crisis, we lose
rather than restore business confidence. I would say what is needed
in 1950 and 1951 is a genuine attempt on the part of the Federal
Government to bring its expenditures into balance with revenues or
to at least decrease its deficit, rather than add to it.

If it is impossible to do that, then I think it must alert its citizenry
to the dangers we as a Nation face through a continuance of deficit
financing and perhaps even say at some time through the Council
of Economic Advisers and other official groups that our people cannot
have all they want until we produce more. There I depart from the
Council’s sponsorship of the let’s-grow-up-to-the-size-of-our-Govern-
ment school of argument. :

We have just completed a survey of a half century of Government
spending at the board since the start of this century to date. We
find that race has been won decade after decade by Government rather
than by the size of our national product.

Secondly, I say that we should all be concerned about the outlook
for 1950-51. I have heard nothing here which suggests expansion -
in 1950 and 1951—perhaps stability at present levels, but that is not
our target—our target is.expansion. To me, then, the most desirable
approach is the direct one of the facilitation. of private investment.
That would include a reorganization of the tax structure, elimination
of double taxation, liberalization of depreciation and replacement
policies, a more liberal or at least clearer interpretation of section 102,
and other measures which have been advocated by business. Those
barriers to investment are those listed by Secretary of Commerce
Sawyer upon his return from a field trip meeting with business groups
all over the entire country.

I would advocate that type of policy.

Nﬁr. Ricu. Senator, he 1s certainly talking down my alley. [Laugh-
ter.

The CrairMAN. Mr. Burns.

Mr. Burns. I think the time is too short to say anything now about
weighty problems of policy. I shall, therefore, quarrel a little, if
1 may, with my academic friend, Seymour Harris, on the subject
of the record of economic forecasters. I do not know what study he
refers to, but I believe that the record is simply this:

Economists are fairly well able to forecast business conditions a
month or two or three ahead. Their long-range forecasting is bad.
If you examine the records of forecasters you will find that they do
better in periods of prosperity than in periods of depression. The
reason is that most of us are tinged with optimism, so during a period
of prosperity we tend to forecast a continuance of prosperity and

during a period of depression we forecast prosperity as well. Of
" course, during a period of depression there does come a time eventually
when optimism leaves us.

I think that is the broad record of the forecasters.

Mr. Harrrs. Iam referring to the Cowle’s study.

Mr. Burws. I think the most authoritative study was never ana- .
lyzed adequately, the study made by Garfield Cox. I have done some
work in this area, and the statements I have just made are borne out
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by Cox’s study and by other records of what forecasters have accom-
plished. They are not much good in judging turns, but they are not
as bad as they have been pictured. . :

The Caatrnmax. Mr. Bassie, do you care to make any comment ?

Mr. Bassie. There is little I could add on this. I might continue on
this last point. First, I agree the record of forecasting is not, good,
as is said. I also agree with Mr. Burns’ statement that we cannot
have dependable forecasts, if he means what I would mean by that.
T do not think there is any field of economic activity where you can
make a forecast and then depend on things to come out just that way.
You have to keep in touch with the situation and change your ideas
as the situation changes. "

However, I do not think forecasting is impossible. I think, on the
contrary, we are improving, definitely improving, and I think the
Council is on the right track 1n that respect.

1 also-think, coming back to your earlier statement, a rule of reason
should apply in settling many of these questions of Government policy.
Now, I would just like to point out, there are different kinds of reasons
that can be followed from one time to another. From the standpoint
of economic stability, the kind of reasons you have to be looking for
are rather long-range kinds, kinds that will call for planning pro-
grams years ahead, not 6 months or even 2 years, but much longer than
that; and you have to be prepared to hold down certain kinds of pro-
grams in a boom period, as Senator Douglas points out. I certainly
have no quarrel with the point I think you were making, Senator
Douglas.

If my earlier statement seemed contrary, the reason is just the
quantitative one that in the budget the kind of construction that could
be appropriately postponed is not so large; whereas, most of the
programs like highways and schools, and so on, I think will be needed
in the fairly near future and, therefore, for other than economic rea-
sons, I come to a somewhat different conclusion. )

The CratryaN. Well, gentlemen, we will reassemble at 2:30. But
I should like to say to you who have listened to this discussion this
morning that there are two thoughts uppermost in my mind which,
it seems to me, must be developed if we are to attempt to deal realis-
tically with our economic problem. _

The first of these is: What sort of world policy do we want the
Government to follow, and should we regard our international policy—
which includes fighting the cold war, which includes therefore na-
tional defense, which includes international obligations, and so forth—
should we regard that as more important or less important than bal-
ancing the budget?

The second question is: What should be done about wage-price
Eolicies? I gather from what has been said here today that every-

ody agrees that the relationship between wages and prices is one of
the most important relationships in the entire economic outlook. I
merely mention these two and suggest that we attempt to discuss them
at the afternoon session.

We will reconvene at 2: 30.

(Whereupon, at 12:10 p. m. the hearing -was recessed until 2:30
p. m. of the same day.)
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AFTERNOON SESSIbN

Present: Senators O'Mahoney (chairman), Douglas, Taft, Flanders
and Watkins. ' .

Also present : Theodore J. Kreps, Staff Director, Grover W. Ensley,
Associate Staff Director, and Fred E. Berquist, Economist for the
Minority, Joint Committee on the Economic Report.

The Crarryax. I think we are all assembled, are we not? If the
members of the round table will be good enough to take their places,
we will begin the discussion. I think we are all here.

__Senator Franpers. It is the queerest shaped round table I ever saw.
[Laughter.] o

The CramrMan. This morning I interrupted Mr. Gainsbrugh as he
was about to make a statistical analysis. Perhaps we had better let
you finish your statement, Mr. Gainsbrugh, if you will.

Mr. GainssrucH. Thank you. I referred particularly to two his-
toric charts which are presented for the first time in the Economic
Report at pages 76 and 77. These are, in my mind, two of three major
contributions toward improved economic knowledge which appears in
the conomic Report.

The third is the income distribution which is adjusted for under-
reporting, and which shows what marked changes occur in the lower
income groups after allowance for underreporting is entered in the
distribution. .

The chart, which appears on page 76, gives for the first time, at
least in my knowledge of the field of national accounts, a completely
integrated set of gross national product figures in constant dollars
since 1890.

The Cruairman. Where is the first one?

Mr. GainserugH. The first one appears in the appendix containing
statistical tables relating to the distribution of income and personal
savings, page 140,

Just to comment on this briefly, the table on page 140 shows that
using the unadjusted distribution, 17.4 percent of all families and
single persons had incomes of less than $1,000.

It you look at the adjusted distribution, you find that proportion is
cut almost in half. Tt drops to 9.8 percent of the income distribution
as compared with 17.4.

Senator FrLanpers. Tell us what the adjusted distribution is.

Mr. GarnsprucH. The adjusted distribution is not too satisfactorily
defined. The Report says, at about the middle of the closing para-
graph, page 140:

Separate adjustments were therefore made in the three types of income for
which separate estimates of income coverage in the survey were available; for
understatement of wages and salaries, for understatement of net entrepreneurial
income and for understatement of all other income, raising each of these to the
appropriate aggregate for that source.

Senator FLaxpers. What was the cause?

Mr. GainserucH. The census concedes when people report their in-
come to them, they are inclined to under state some types of income.
That under reporting was known to exist long before this final survey
was made but not previously incorporated. Now it has now been
made and it has two effects.



JANUARY 1050 ECONOMIC REPORT OF THE PRESIDENT 169

First, it improves the income status of the lowest sector of our popu-
lation, and secondly it steps up the income of the top bracket, also
inclined to under report for census purposes. )

I wish we knew more about this adjustment. That is one of the
defects of the Economic Report to which I will refer subsequently.
The description is incomplete, particularly for a technician who would
like to follow it as closely as possible.

There ought to be—and this was recommended last year—available
to the technicians in the field technical monographs or memoranda
which the technicians could study and thereby appraise the validity
of the Council’s material. I am particularly unhappy about the state-
ment here because it still does not give us one other factor, and that
is the nonmoney income which might be accruing to the lowest sectors
of our population.

Perhaps by implication that is now in this corrected income distribu-
tion, but if so, it 1s not stated.

Senator Fraxpers. Do you classify as nonmoney income food raised
on a subsistence farm ? ’

Mr. GainsBrugH. That is right. It is a substantial form of income
for the farm population. Food grown on the farm and consumed by
the farmer is not included in money income.

Senator Franpers. Yes.

Senator Tarr. Is not this survey a very important way of getting
the information ? 4

Mr. GainseruGH. It does give us a better framework for determina-
tion of the change in income than we would have without it. We can

- then match this survey against income tax returns, for example, or
against our national accounts, to see where the discrepancies arise, and
as shown here make some of the necessary corrections.

Senator Tarr. This median-income family figure is $3,420. I
thought the average income was about $3,000. This puts the median
higher. That might not be the same, of course, but is that not high?
Is not the average income about $3,000?

Mr. Burns. The average would be still higher:

Senator TarT. Isthatnottoohigh? Isnotthe gross, when you take
the total icome divided by families, about $3,0002

Mr. Borxs. It is higher than that.

Mr. GainserucH. It would be higher than that on the average be-
cause we have 45-47 million income units, including single individuals.
We have 212 billion personal income. The average would come closer
to $4,500, or $5,000 on a family basis.

The CuArMAN. It may be worth remarking at this point that we
had a subcommittee which devoted some time to the study of the low-
income group. I am advised that this committee did take into con-
sideration the nonmoney income of the families studied. And it was
precisely because of the inadequacy of any standard measurement to
measure nonmoney income that the committee did not attempt to define
what a low-income family is.

Mr. GarxssruGH. I am cognizant of the report. This is, I think, a
new body of data released since that report was prepared.

~  The Caamrman. It is; yes.
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Mr. GarnserucH. And is hence a very important addition to our
statistical knowledge.

Senator Franpers. The report of the subcommittee that refers to
the low-income groups is not yet printed or in circulation. You are
referring to the statistical basic report—that is something else.

Mr. GarxseruGH. The other two major additions to statistical
knowledge are now shown on pages 76 and 77. For the first time, as I
said earlier, there is an attempt to deflate our total dollar output, to
state the results in terms of constant dollars. This in itself is a val-
uable addition to our knowledge. Secondly, the Council builds up
from it a series of productivity figures showing output per man-hour
for the years 1890 to date. This, too, is an interesting series, one again
which requires explanation but no explanation is forthcoming.

Look at the chart itself. It would appear that output per man-hour
rose at a constant rate over time with no change in any particular

eriod. It seems as if this were simply a straight line from 1890
thr(l)ugh 1940 or 1941, not varying in any particular stage of the
cycle. .

Tt seems to me as if, when the chart were prepared, someone had
a figure for 1890 and another figure for 1941, and fitted a straight
line to those two points. We need to know more about that particular
series. :

Then look at the performance for the subsequent years. There is a
very sharp rise in output per man-hour. I do not have the exact
data. They were not available when they were asked for, at least
through our office. ,

Just by inspection it would appear as if we had a 25 to 30 percent
increase in output per man-hour within the past decade. If so, that
departs completely from what those who have worked in the field of
productivity have had to say about productivity trends within that
decade.

Senator Franpers. How can you get any statistics on output per
man-hour when the work during at least part of that period was so
largely on war production? ‘

Mr. Gamxserueir. I do not know the answer to that, but I think it
is hinted at in this approach to productivity. There are two ap-
proaches to productivity. .

One is the relationship of physical quantities to man-hour input, to
Jdetermine what changes in physical quantities have accompanied the
changes in labor input. The other is to use gross national product, to
correct it for price change, and then to divide gross national product
corrected for price change by labor input and call that a measure of
productivity or output per man-hour. :

To this date within the circle of productivity technicians, there is
considerable debate as to what meaning is to be attached to a gross
national product figure when it 1s deflated and used for this purpose.

Senator Fraxpers. It would seem as though that second approach
would be invalid during wartime. - o

Mr. Garnseruce. That has been the general feeling of the produc-
tivity technicians thus far. No one would really subscribe to under-
writing any set of figures for the war period.

However, they do appear here. I stress these points particularly,
however, because they then fit into the general framework of projec-
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tion which the Council uses for the next half decade, in fact, for the
next half century.

We are shown here the effects of things that went on in our national
economy over the past half century, and it is then implied that the
same rate can be used for purposes of projection into the future. We
are not, however, shown the causes which led up to these effects during
these particular decades.

I think in subsequent work the Council ought to attémpt to explain
why it was that output per man-hour showed this marked increase in
the past. Perhaps an analysis of capital invested might be pertinent
to the increase in output per man-hour.

Senator Fraxprrs. I do not want to delay you, but I would like to
‘ask another question. It would seem to me that in all questions rela-
ting to increased output and capital investment, we should separate
in our minds two factors, the use of the two. :

" One is the increase which is called for solely by population increase
and has no effect on raising the standard of living.

The other is the investment in equipment of greater productivity
which is the sole means of raising the standard of living if you keep
working hours and similar conditions the same.

Now, the one means no social advancement; 1t means holding your
own. The other means an advance, an increase in the standard of liv-
ing. T have been somewhat concerned in the field with which I am
most familiar—the machine-tool industry. Although some expansion
is taking place, there is very little investment for the sake of increasing
productivity ; that is, replacing obsolete equipment with higher pro-
ductivity equipment. I cannot speak from personal knowledge for
any other field.

Mr. Garnseruer. That is the general report that we have from our
sources, too, in industry. I would like to come back to that when we
get to the question of policy. I do not know, though, how you can
break out of productivity figures the items that you have mentioned.

‘Senator FLANDERS. You can, however, see whether there is any net
‘increase over that required by increase of population. While that-
dloes not give you definite information, it gives you perhaps a slight
clue.

Mr. GarnsprugE. Well, throughout this period under survey it is
quite evident that the output per man-hour was moving forward much
more sharply than was the rise in population. I have been talking
about cause and effect relationships. I want to stress one additional
point. ' .

The concentration here, as it is in much of our current economic an-
alysis, is upon changes in income. It is extremely difficult from that
approach to determine what changes in debt- or what changes in
wealth may have accompanied these changes in income and in GNP
even on a deflated basis.

1t is quite conceivable that some of this rise, particularly in the last
decade, was accompanied by very significant changes in our national
balance sheet, had we one. We do know that within the past decade
marked changes have occurred in the structure of our Federal debt.
In deflating GNP you are in a sense assuming that the product of
Government and the product of private industry contribute on a par
to a greater national welfare.

o .
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Senator FLanpers. Whatis GNP?

Mr. GarxsprueH. The gross national product.

Senator FLanpers. I have it. I think I will remember it.

Mr. Gainseruc. I think that the Council might very well be asked -
to explore what changes in debt accompanied this increase in gross
national product to see whether that has any significant bearing upon
the development over the past decade, and defer the extension of this
projection into the future until after such an examination. .

In closing, I would offer one general comment about all of this
The approach is still too general and the basic data still too un-
defined to be accepted as a basis for extrapolation or policy-making
for the future. Some material that has already been released suggests
that income has not shown a constant rate of increase over time. The.
increase was most marked in the early decades, and has been slowing
up ever since.

If we take an average rate of 2 or 214 percent as being warranted for
projection purposes, we may be very seriously overstating the future
rate because we are allowing the very rapid increase in the first decades
to have too much influence in the average finally selected for projection.

In the main, what I would plump for would be for more description
and for more discussion of the series that are cited on pages 76 and
77, and perhaps by next year we can speak more informatively about
the conclusions based on this material.

The Cramman. Now that is the point that you wanted to develop
this morning.

Unless there is some further discussion of that by members of the
round table, suppose we proceed to recommendations with respect to
policy. Shall we begin as before on the right, Mr. Bassie?

Mr. Bassie. I will, if T may, confine myself to some rather brief
remarks at this point. In looking over the recommendations in this
report, the general feeling I have about them is that they are not de-
signed so much to introduce a positive program to achieve something
definite, but rather as a set of somewhat less integrated measures,
‘which are consistent with various subsidiary objectives but reflect
a_certain amount of uncertainty with respect to business outlook.
There are certain recommendations designed to bolster or support
the economy. There are others, particularly the one referring to
monetary policy, which seem to have the implication that we will
have to control activity or in some sense restrict it, to prevent infla-
tionary developments, if you will. " It is somewhat of a mixed pro-
gram, therefore, not one that is all out in either direction. .

As I'see it, some of these items might have practically no immediate
effect on business conditions. Hence, I come back again to the ques-
tion of the general outlook for controls. I think that controls by
themselves cannot assure stability, that stability requires programing
for long periods in advance, which is not part of present policy.
Therefore, I take somewhat of a view that we are not prepared to coun-
teract a major recession or depression when it occurs, although there
has been a fairly substantial agreement of opinion here that the Gov-
ernment should do something under those conditions.

I made the point this morning that we have to do some things for
other reasons, and that we cannot again do those things in the situa-
tion that would require action to compensate a depression. Some of
these recommendations are of that nature. Others are of a longer-
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range type that would fit into the other kind of programing I am
talking about. such as certain parts of the Columbia Valley and the
St. Lawrence Seaway development recommended ; but these are minor.

My view of the situation is that we have got past the point where
we have to fear inflationary pressures. That could reappear if we
build up military expenditures much higher, and it seems to me that
is the primary danger of an inflationary development.

The point was made that we have been in a postwar period. I think
in a senge we are now out of the postwar period and into one in which
we are getting the effects more typical of a prewar period than a
postwar period. I am not attempting here to predict war. In fact
I am inclined to think the possibility is somewhat, remote.” But never-
theless we have those characteristic effects in the expansion of the
military and international programs.

Now, if they are not going to continue up considerably more, then
it seems to me we do not have the prospect of continued inflation, and
the normal expansion of the economy can take care of whatever there
is in prospect 1n the way of additional demands.

The CralrMaN. Do you mean, assuming the release of pressures of
the struggle to stabilize the world so far as war is concerned, that
military expenditures may be reduced or even eliminated, and that then
an expanding economy of itself would operate to obtain the objectives
we have in mind, and to prevent recessions leading to depression?

Mr. Basste. Oh, no; that is not what I meant. In what I said about
this, I was not contemplating an actual reduction in the military ex-
penditures.. I think the program calls for some increase, and I say the
amount of increase that 1s called for is not large enough to be an infla-
tionary factor, and only if it were greatly expanded, that is, advanced
at a more rapid rate, would it become inflationary.

Senator Tarr. Why is the military program any more inflationary
than any other Government expenditure?

Mr. Basste. T am not saying that it is any more than any other. 1
merely say that that being the biggest program in the budget, and
the one that has been growing, that it is a very important factor on
that side. The growth of the Federal budget was pointed to this
morning as a very important influence in maintaining the economy
during this past period, but I want to indicate that it merely main-
tained the economy during these past 2 years and was not inflationary..
Today, prices are, if anything, a little bit lower, and unemployment
has grown. There is, in other words, room for expansion which we
have not had. :

The Crammman. It is that expansion that I would like to have you
develop. You spoke of normal expansion, which I take to mean
expansion which is generated by the civilian activities of the people. .

~ Mr. Bassie. Well, no; I was thinking of a normal rate of expansion
in the sense to which Mr. Gainsbrugh was referring to the subject a
moment ago. With our labor force growing at a certain rate and pro-
ductivity growing at a faster rate, the economy can turn out-a greater
volume of goods every year, not necessarily every single year, but on
the average. We should have a continual advance in output from
those sources. That rate of advance in output means that we can meet
additional demands for goods without having any pressure on prices.

61483—50——12
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Now, as I look at the situation, I do not see anything in the picture
on the demand side except the possibility of an enlarging military pro-
gram which would call for demands in excess of the rate that goods
can be produced. In other words, I do not see that there is a situation
of an inflationary character which requires immediate action of a con-
trol nature.

On the other hand, as I pointed out, it seems to me that the situation
is strong otherwise, and not one on which we have to go all-out to
counteract a recession in, say, the next 2 or 8 years, so that I think
we are, in other words, in the kind of a period where, from an eco-
nomic point of view, it 1s not important for the Government to under-
take very drastic programs for affecting the business picture.

The CuarmaN. In other words, you are saying that the rate of in-
crease of population and technological improvement are such that
they, themselves, without specific Government action, will develop an
expanding economy which would be a bar to recession or depression,
is that right ? .

Mr. Basste. Noj; I'think that in the next year or so, summing up all
the factors in the situation, it looks like a period of continuing pros-
perity. Those factors, some of them, are temporary.

I think that if those forces are dissipated and we begin to move
into a recession at some future time, which I do not think will be
within the next year, that certainly we shall have to consider the kind
of measures that will be appropriate to counteract it, and I think on .
that point we are generally 1n agreement.

The CHARMAN. Well, then that means that expenditures for na-
tional defense, expenditures for international obligations, expendi-
tures for veterans, their premium refunds and the like, and payment
of interest upon the national debt, all constitute factors which, with
normal expenditures on the part of the Government and on the part
of business and the people, generally, will maintain a stable economy
during the next year?

Mr. Bassie. Yes.

The Cramman. And you say that you think there is general agree--
ment on that point? o .

Mr. Bassie. Oh, no, not on that point; on the point that the Gov-
ernment has a responsibility for attempting to counteract a recession
if it does appear. Moreover, in the sense that some of these recom-
mended measures are preparatory rather than measures to be used
immediately, I think there can be little objection to them.

The Cmamyan. Well, irrespective of what the Economic Report
recommends are there any suggestions that you have to make as an
individual? Have you any policy recommendations?

Mr. Bassm. My recommendation was basically a negative one, to
the effect that I do not think it important for the Government to
undertake large economic measures at this time. ‘ '

The CramrMax. Mr. Burns.

Mr. Borws. I think I see two broad postulates underlying the pro-
gram of the Council. One is that business firms and the Government
have both learned how to cope with economic depression. Therefore,
if one should develop, the situation will be righted fairly promptly.

The second broad postulate is that it is virtually certain that we
will have no problem of inflation to contend with in the next year, or
perhaps a little beyond that.
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I think there are some grounds for skepticism with respect to these
two broad assumptions. - .

As far as I can see the principal basis for the first assumption is
that the business decline that we experienced last year was moderate.

Now, I think it is only fair to give due credit to governmental agen-
cies for what they did in contributing to the maintenance of employ-
ment last year, but it is also important to point out that the high rate
of governmental spending was not all planned; it was partly forced
upon us by international developments. In the second place, in the
private business sphere, we had expanding employment and output
in two major industries, the automobile industry and the housing
industry. They are big providers of jobs, and their high activity
was largely due to war-induced shortages which had not yet been
made-up. So that our success in curbing depression last year can
hardly be ascribed or cannot exclusively be ascribed to definite knowl-
edge we have gained concerning techniques of curbing business
declines.

With respect to the second broad assumption of the Council, namely,
that inflation is unlikely, it rather seems to me that if the Council’s
forecast concerning the trend of business activity turns out to be
true, we will have rising prices and wages in this country. His-
torically business activity and price movements have gone together by
and large. When production and employment pick up prices are
likely to go up as well.

Now I think that these two broad assumptions are responsible for
the emphasis that is placed in the Council’s report on long-term policy.
I think a great deal of what the Council has to say on that subject is
admirable, and I find it very easy to agree with substantial parts of it.

However, I do have some questions and criticism. T wish, for one
thing, that some parts of the program had been explained more fully.

T was able to find only a single sentence on the subject of rent con-
trol in the Council’s report. Then Ir wish that some parts of the
program had been based ‘

Senator Tarr. What do you think they ought to say about rent
control ? : '

Mr. Burns. T do not find that very easy to answer, Mr. Taft. But
to be told merely that rent control ought to be continued for another
year, does not provide the intelligent public with a sufficient basis
for either favoring or opposing that recommendation. I think rec-
omendations concerning policy should be carefully reasoned and based
on facts.

Senator Tari. Have you any views on it, I wonder, yourself?

Mr. Burns. My own view would be, Senator—I have not looked
into the question at all systematically—that the sooner rent control
can be abandoned, the better, I am inclined to think that if we
are to avoid the kind of experience some European nations have run
into, where housing has become virtually a public industry, we cannot
continue rent control indefinitely.

Senator Tarr. Well, T agree to that. I wondered if you thought
we had reached the point where we could take it off. There would
always be some repercussion, but I mean without any serious reper-
cussion. ’ '

Mr. Burns. I do not feel qualified to express a responsible opinion
on that. ' :
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To return to the Gouncil’s program, I wish that some parts had been
based on sounder economic facts and reasoning.

I find, for example, that the report is lyrical about the abundance
of investment opportunity in this country. At the same time the
report urges a redistribution of income, among other reasons .t the
ground that investment may be inadequate in relation to intended
saving. That, I think, is a highly arguable proposition of Keynesian
economics.

Again I find that the Council urges a stable volume of housing con-
struction. It is a little difficult for me to see how that could possibly
be attained in an economy where the rate of population increase is
very unstable. The thing that is important with respect to residential
construction is not the size of the population but the increments in
that population, and that as I say is a highly variable quantity. ]

I also wish that the report had contained a systematic discussion of
which parts of the program would be effective in controlling: the
business cycle and which parts would be of slight aid in that respect,
but would nevertheless promote growth and welfare.

Then again since different parts of the recommended program will
all cost money, I rather wish that the report had said something
definite about priorities. ’

I found myself wishing that the report had shown how much the
recommended program would cost. I looked in vain for a figure in
the report. I finally located a table in the construction of which
the kind of figure that I thought necessary must have been used, but
that figure was not explicitly given. When I tried to deduce it from
the table, I was able to do so only within a margin of $30,000,000,000.

Senator Douaras. What table is this, Dr. Burns?

Mr. Burns. Itisthe table that gives the projections for 1954.

Senator Franpers. In the early part of the report somewhere. -

Mr. Woopwarp. Is that the one on page 85¢

Mr. Burws. I think that is the one.

Mr. GainssrucH. Table 13.

Mr. Burns. You see that table shows the gross national product,
and it goes on to show two components of the gross national product,
namely, personal consumption expenditures and gross private domestic
investment. .

Now the excluded parts of the g’ross national product are three:
First, inventory investment; second, foreign investment; third, gov-
ernmental purchases of goods and services.

If you look in the column for 1954 you find the gross national prod-
uct is shown within a range running from 300 to 310 billion dollars.
Personal consumption expenditures and private domestic investment
are likewise shown within a range.

Well, if you assume that foreign investment and inventory invest-
ment can both be regarded as negligible, assume that for a moment,
then you can compute from this table the implicit figure for govern-
mental purchases of goods and services. The implicit figure, in view
of the ranges given, runs from $32,000,000,000 to $62,000,000,000.

That, of course, is not the whole story, because in order to get at
the full cost of the governmental program you would have to add in
so-called transfer payments. My main point, Senator, is that the
figure for which I was looking must have been used in deriving table 13,
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and it would have been a service to professional students and also

to the general public and to the legislators if that figure had been

explicitly given.

Senator Doueras. In other words, that is a concealed minor
premise.

Mr. Burns. Well, it must have been used. Now it would be better
if iI‘li the future implicit statistics were abandoned and explicit figures
cited.

Senator Doueras. Do you not think this figure for 1954 is highly
conjectural anyway? :

. Mr. Burns. Of course it is, but that applies to all figures in the
table. The program that is set down, I take it, is not conjectural.
More or less definite recommendations are made.

One ought to know what the cost to the Government would be if
those recommendations were adopted. I think that is the responsible
way of saying it.

Now, then, once you know what the cost of all these items is, you
go on and reach the best judgment that you can as to whether or not
the whole program or only certain parts of it-can be adopted.

Senator Doueras. I hold no explicit brief for this report. But
differences, slight differences in- totals, when you subtract one total
from another, produce great changes, and that simple fact coming
from subtraction rather than any artful attempt to conceal may ac-

- count for the result,

Mr. Burns. Oh, I did not mean to imply any effort at concealment.
I mean only that there has been inadequacy in the reporting.

Mr. Gainserucr. Mr. Chairman; I would like to add one thing there,
This traces back to something we discussed last year.

The Council at that time suggested that for purposes of stability
70 to 75 percent of GNP should go to personal consumption expendi-
tures, and if you look at the 1954 figure, you will find the figures
given for personal consumption expenditures have a range of 70 to .
75 percent. ' '

Again the Council suggested last year that about 1214 percent plus .
or minus should go into gross private domestic investment, and. the
figures given for 1954 are in the range of 1214 to 14 or 1414 peroent.
They apparently are working with a model. Whether it is a sophisti-
cated or naive model, we do not know as yet.

They have not described its components, and as Dr. Burns has cor-
rectly stated, until we see the whole model, we cannot begin to evaluate
the parts.

The CrAIRMAN. T was going to say, let us assumeé that these figures
are incomplete. Nevertheless, in spite of that, what do you gentlemen
suggest as a policy, if you suggest any policy at all? The discussion
as to whether or not a statistical table is well thought out, whether
it is drawn in implicit or explicit terms, is something off the beam
of the practical problem that confronts the Congress upon the one side
and business upon the other. : .

Mr. Burws. It is precisely the practical problem, namely, the cost
of the recommended program, that led me to look in this report for
a figure indicating what that cost is.
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I may have read this report imperfectly, but the table that I cited
came closer to giving me an answer than anything else in the report,
and that answer, as I indicated—— . .

The Caamman. Well, of course this round-table discussion includes
discussion of the report itself. But we also want any suggestions that
you gentlemen feel at liberty to make with respect to the over-all
problem on the basis of your own statistical information. You are
all experts in this field.

Senator Doucras. I would like, if T may, since the issue of this-table
has been injected, to point this out: '

I am sure Dr. Burns did not mean to give the implication, which pos-
sibly some might have inferred from what he said. The volume of
personal consumption is mentioned, the volume of gross private do-
mestic investment is shown. From Dr. Burns’ comments, it might be
inferred that he believed these figures had been determined in part
because of a wide range of assumptions on the volume of governmental
expenditures; whereas Mr. Gainsbrugh’s explanation seems to indi-
cate that what they took was a percentage, around 13 percent of gross
national product for investment, and he correctly says from 70 to 75
percent for personal expenditure, and then the rest would be assumed
for government. ' .

Since they could not get a pin-point degree of accuracy on a predic-
tion of what income was, that of necessity caused fluctuation in esti-
mates of personal consumption expenditure and gross private do-
mestic investment. So that the consequence of this 1s that you would
have a magnified variatjon in the residual, and I think it is as simple
as that, rather than uncertainty in the minds of the Bureau of the
Budget as to whether governmental expenditures should be 32 billion:
or 62 billion. I think Mr. Gainsbrugh’s explanation really is the
answer, :

Mr. Harris. May I just raise one point there? I think it is quite

_proper that the Council should not be too specific on the cost, because
the theory is that you relate your public expenditures to your private
outlays. They do not know obviously how much the Government
should expend in 1954.

Mr. Burns. The table we have been discussing is based on the as-
sumption of something like full employment in 1954.

Mr. GainserueH. I was going to suggest, Senator Douglas, that
there is substance to this approach. What Mr. Burns is trying to get at
is what it is going to cost us to get to the target outlined by the Council
for 1954, and roughly the outlines here would appear to range
from 35 to G0 or 65 billions of dollars. ‘

That then becomes one approach, and against it might be set other -
kinds of approaches and other programs which might cost less and
yet come up possibly to this same or a higher total of national output.

Senator Doucras. I do not want to belabor the point, but I think
what Mr. Harris has touched on is a basic question: Do you get full
employment through private industry, or do you attempt to get full
employment despite a depression in private industry by high volume
of governmental expenditures? It is as simple as that. '

Mr. Smrraies. Could I add a word on those lines, Senator? As a
former official in the Executive Office of the President engaged in pre-
‘paring tables such as this, I can readily understand what gave rise
tn its construction.
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I think it is really a pedagogical device on the part of the Council. -
Y think they might well have said this to themselves:

On the basis of present policies, present tax laws, and so forth, con-
sumption might well be expected to be, say, 75 percent of the gross
national product and similarly investment may well be expected to
be, say, 12 percent. They project the gross national product figure on
the basis of productivity trends, and full employment.

They present these three figures in this way in order to raise an
issue, and the implication of the thing is that if nothing is done about
consumption and investment between now and 1954, then the gap has
to be filled in by Government expenditures.

On the other hand, if you do not want the gap filled in by $60,000,-
000,000 of Government expenditures, something has to be done to
increase consumption or increase investment. I think that is all there
1s to it.

I do think, without any knowledge whatever, that it would be unfair
to the Council to regard this as an implicit estimate of the cost of
the Government’s program.

Senator Tarr. Mr. Burns, one thing there at the bottom of the page,
the estimates contemplate over the 5-year period a growth in consumer
buying at a more rapid rate than the growth of business investment.
The analysis indicates that this is necessary to maintain maximum em-
ployment and production in a growing peacetime economy.

Do you -agree you have to have a constant increase in proportion
of consumer expenditure against investment ?

- Mr. Burns. I know of no factual basis for that assertion.

Senator Tarr. I rather doubt it. I do not know just why that
would be. :

Mr. Burns. The best evidence, as I know it, indicates that up to
the 1930’s investment and consumer expenditures grew approxXimately
at the same rate.

Senator Tarr. I would suppose there would be a balance that
should remain approximately the same, if you want to have full
operation in both fields of capital goods and consumer goods.

Mr. Burns. Well, I do not think that can be argued theoretically,
Senator Taft. I think itis a question of fact.

Senator Tarr. But you doubt this?

Mr. Burns. I do not know of any facts which support that state--
ment.

Senator Tarr. In these estimates for 1954 of $300,000,000,000, it
seems to me that it assumes we are on an entirely normal basis today.
By 1954 I would hope we would not have a Government deficit. We
probably cannot have a give-away foreign policy. . .

You have had an increase in consumer credit of about three billion
dollars in 2 years, which must be an abnormal thing. You cannot do
that forever. Therefore you have certain factors in the present
economy that are abnormal. You have to take up the slack in those
as well as go forward with a general increase in consumption.

Do you think that is true? Do you not think, in other words, just
to reach $300,000,000,000 by saying that we are going on for the

- next.5 years, at the rate we have gone,.say, the last 40 years, assum-
ing that we are now in a perfectly normal position, and I doubt if
we are—— ’ .



180 JANUARY 1950 ECONOMIC REPORT OF THE PRESIDENT

Mr. Burns. I feel you have stated the assumption made by the
Council correctly. Whether we are or are not in a “normal” position
is, I think, a debatable question. But there can be no doubt about your
having stated the assumption of this calculation correctly.

Mr. Basste. I think if I may add, Senator, the implication of the
figures is that gross private investment is already at a relatively high
level, and one which they would not expect to be appropriate to a
full-employment situation 5 years hence.

Therefore, they do not expect it to grow at the same rate, whereas
they expect consumption to go up in the manner in which it is ordi-
narily related to total output or income.

Senator Tarr. Well, in other words, they think that the gross
private domestic investment today is abnormally high in percentage.
That is what they said a year ago, as I remember it, but I was never
sure they were right.

It seems to me that perhaps there should be an effort to keep that
going, that, is one of the most important things to do, to keep the capi-
tal goods industries operating at full speed.

Mr. Harris., Senator, may I say a word there? It seems to me I saw
a Study that came from Washington last year which said that if
business -investment continued for 10 years at the rate of 194648,
all our business plant would be replaced. :

Now it seems to me this is important—and especially since we can
have so many capital-savings investments—that we may reach a sat-
uration point in terms of investment quickly. I think the Council
itself took this position because it felt that investment had been at
such a high level for several years that the current rate could not
be maintained for many years without turning out a tremendous
supply of consumption goods. The country would then have the
problem of finding a market for these consumption goods, and I think
that is a real problem.

T think that is why some of us believe that it is going to be very"

difficult unless you have a very radical change in price and wage
policy, to do the job of full employment or almost full employment
without some Government help.

Short of very important institutional changes in our pricing and
wage-making process, and in view of the tremendous effectiveness
‘of our investment plan, it is a serious problem as to whether we can
count so much on investment as we have in the past.

Senator Doueras. I must apologize to the group again for laboring
the question at this table, but I think Mr. Burns perhaps did not
quite realize that the lower estimates of personal consumption and

. gross private domestic investment by the Bureau of the Budget were
intended not for conditions where the gross national product was
higher, but where the gross national product was lower. Thus if you
take the 800 billion gross national product and then, as shown in
table 13, take the personal consumption expenditures on that assump-
tion as 210 plus the gross private domestic investment of 38, the total
is 248 billion. Subtracting that from 300 leaves 52 billion. Now, on
the second assumption with the gross national product at 310, personal

consumption is 225, gross private domestic'investment is 43, if my - -

arithmetic is correct, and that gives a total of 268.

.
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268 from 310 is 42, and therefore the discrepancy is not one of
30 billions but one of 10 billions between 52 and 42, so that the range
of error is considerably reduced. _

h'N ow again I must apologize for this, but arithmetic has a part in
this too.

Mr. Burxs. May I say a further word on arithmetic. I do not
have one word of disagreement with what the Senator has stated. I
have sought to bring out that if we take the explanations as they are
given in the report, the range is as I indicated it to be. Once you begin
mterpreting the table, as the Senator has, and I have no quarrel with
his interpretation, the range will be reduced, as he has pointed out,
from 30 billion to 10 billion. T want to make one further comment.

Several Members here, including Senator Douglas, have said some-
thing about model building which underlies the estimates that are here
given. There is a statement on page 86 of the report which throws
some light on this question, and the statement reads as follows:

Fifth, the estimates contemplate programs in the govermental sector based
upon the assumption that some programrs such as those for veterans will de-
cline. They assume moderate extension of certain accepted programs such as
social security upon foundations already established, and also allow for some
new programs in domestic and international fields. But they do not assume
an intensification of international tension * * * By 1954 this outline of
peacetime growth would lead to the Government sector accounting for a smaller
proportion of the total gross national product than in 1949.

Now what this means to me is that in preparing this table the Coun-
cil had specific figures, arrived at somehow. It would have been better,
more informative if those figures had been put into the record, and
that is all that I have tried to say.

T2he Cuamman. Now, with respect to policy, what do you wish to
say ? : _

Mr. Burns. I have already taken a good deal of time, and I will
content myself with two brief additional remarks.

First, T wish that this report had been old-fashioned enough in its
spirit to urge the maxim of an annually balanced budget. I say that,
knowing that I am taking a grave risk of being misunderstood.

I do not mean by this that I believe that an annual balance is eco-
nomically desirable. On the contrary, I urge the maxim of an annual
balance because I think that if we hold an ideal of that sort before
us, we may attain a balance within the approximate period of a busi-
ness cycle; while, on the other hand, if we urge the maxim of a bal-
anced budget over a business cycle, or of a balance at the earliest date
consistent with the welfare of the country—the last phrase is quoted
from the report—we are likely, I fear, to get a budget that is perma-
nently out of balance.

That may not make good sense, but I believe that people are like
that. We are apt to go on with deficit spending-in a period of depres-
sif(f)n because we need it, and in a period of prosperity because we can
afford it. :

I have one further remark, and that is that I rather regret that
more emphasis is not given in the report to the problem of intensifying
the key of competition in this country. I think that competition is a
great producer of investment. -

I think, also, that insofar as we have small-business enterprise on
a flourishing scale, once the country does get into a period of depres-
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sion, it is likely to recover faster and easier. There are many reasons
for that. I shall mention one.

Assume that you have an industry consisting of a single enterprise,
and that the industry is facing a period of depression. It is operating,
let us say, at 50 percent of capacity. At a time like that you are not
likely to get much, if any, new investment. A

But if you have an industry operating at 50 percent of capacity,
that industry consisting of 1,000 small firms, the 50-percent figure will
be a national average. Some'firms will be operating at 10 percent
of capacity, others at 90 or 100, and those that have gained in the
competitive struggle will be increasing their investment, creating jobs,
in contrast to the situation that you are apt to get when industry is
predominantly large scale. :

The CrarMan. What specific emphasis would you like this com-
mittee to place on competition ?

Mr. Burns. I do not have any good proposal to put before you,
Senator. But it does seem to me that the heart of the question is
taxation.

Aslong as the tax system is at anything like the present level, small-
business %rms will probably continue to be very small, or may go out
of existence entirely. The kind of tax system that we have favors, I
think, large-scale enterprise. .

The CHairman. Well, let me put the question this way: During
the .war when our every effort was concentrated upon winning the
war, we conscientiously and deliberately turned aside from the civilian-
economy production for civilian purposes, which was completely sub-
ordinated, to production for military purposes.

Now that the shooting has stopped, we face another program, and
Congress has—and I think with the support of the people as a whole—
undertaken a program which is designed to support the United Na-
tions, to rehabilitate western Europe at least, to promote the North
Atlantic Pact, to arm certain nations of western Europe, and so forth.

Now, do you in your own mind conceive that there is any priorvity
between the national policy of promoting peage and the balancing of
the budget? :

Mr. Burnxs. I find that extremely simple, Senator. I would sacri-

fice the budget to a'sound international economy without any hesita-
tion. . ‘
The Caamman. Then, assuming that the international program will
tend to be less expensive—the current budget calls, for example, for
$1,000,000,000 less for ECA than was expended or was authorized
during this fiscal year—and assuming for the purposes of the dis-
cussion that we are getting away from expenditures of that kind, do
you see the civilian economy expending out of its own forces?

Sup]zJose we get competition operating, will it have self-generating
power? .

Mr. Burns. I believe that our civilian economy,does have a great
deal of self-generating power. After all, this Nation has grown that
way. :

The Cramman. Well, I take that to be the assumption on which
these charts have been drawn. ‘ S

Mr. Burxs. I am not entirely certain on what assumption those
charts were drawn. :
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The Cmairyan. Well, that is neither here nor there, what the
assumption might have been. The object is what we are getting at.
. Senator Doucras. I would simply like to make this comment, and

then ask Dr. Burns a question, if I may. I am very glad that you
touched on this matter of competition.

I was struck with the fact that there - was not much emphasis upon
either the preservation or the enhancement of competition in the
report, with the possible exception of the paragraph on page 100. How
can we get a greater degree of competition in American life? You
say one of the best ways is an alteration of the tax policy.

I wonder if you can give any consideration to the question of basing
points which the Senate will have before it. .

Mr. Burns. I do not know enough about that, Senator, to express
an opinion. :

Senator DoucLas. If it were to develop that the basing-point system
is the method by which a few large firms suppress price competition
in an industry, and if the abolition of the basing-point system were to
induce a greater degree of price competition, would you favor the
maintenance of the basing-point system or the lessening or the aboli-
tion of the basing-point system ? ’ ‘

Mr. Burns. If it could be established that the basing-point system
favors monopoly, I would enthusiastically favor its abolition.

Senator Doucras. Of course, monopoly has many definitions.

Mr. Burns. Favors large-scale enterprise. )

Senator Doucras. Or reduction of the price competition.

" Mr. Burns. I would again enthusiastically favor its abolition.
Senator DoucLas. 1 can count on you as a supporter. '
The Caamrman. Mr. Harris. o
Mr. Harris. Well, on this issue of competition I might just say a

word about that. For example, take the British steel industry. I
think one of the arguments that has been used to nationalize the
steel industry is that the steel industry in Great Britain has restricted
and kept down investment. ’

There may have been fruth in that charge, and I agree with Arthur
Burns when he says more competition means more investment, but one
must not forget it might conceivably mean more wastage because of
the great many bankruptcies, and so forth.

T am critical of the Council for the way it has made almost a com-
plete turnabout on this monopoly issue. My own view is that the
Sherman antitrust law has been very helpful. It has not been as
helpful as it might have been, but it has been a restraining influence.

In the first December report of the Council there is a general phi-
losophy that bigness is fine, and all that sort of thing, and we have to
know more about it, and so forth and so on. I think that was
unfortunate.

The CuarmaN., I really do not think you can read into this
report——

Mr. Harris. Not the large one. I mean the small one. T went back
and read it over this morning.

The CHAIRMAN (continuing). Or the small one—an abandonment
of principal competition in opposition to monopoly. I would be
alarmed if I thought that the Council of Economic Advisers had
changed front on that.
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Mr. Harris. Senator, you will find a passage in this which says
specifically, “We believe in the Sherman antitrust law,” very care-
fully stated. There are also passages in there which say, “We do not
know too much about bigness. Let us get on with business. Let us
coddle,” and so forth and so on.

I think there definitely is a change of position there. I could quote
you passage by passage where that particular viewpoint prevails in
the small report. )

It may not have been intentional, but I was annoyed about it, and
I do not, feel nearly as strong, Senator, about this issue as you do, but
I still think we ought to have as much competition as we possibly
can have. .

The Cramrman. I am delighted to have that expression. Now, let
us assume that we all want competition. Let us assume that we are all
against monopoly. Now, what do you recommend as a policy here?
What are we going to do with the immediate issue of price-wage
relationship? A

Mr. Harris. Well; T would like to say a word about that. My
colleague, Professor Smithies, said a good deal about it, and I agree
with almost everything he said. You have to have a sensible price
and wage policy.

Supposing, for example, you have a deflation, a deflation because

wages are not high enough relative to prices. Now, that is one
possibility. :
. You could also have another possibility that wages may be too
high relative to prices, and you may have some inflation, but let us
assume you have the former. Now then, you have a fall of prices.
If you do have a fall of prices, then you run into the problem of
deficit spending. In other words, in that situation you produce too
much for your purchasing power.

Then you put a terrific burden on fiscal policy. You have to reduce
taxes in depression, and there is a limit as to how far you can go in
reducing taxes, and you have to increase expenditures, and there is a
limit even there in view of the political situagion.

Therefore, it is quite correct, as Professor Smithies says, that we
have to have sensible wage and price policies, and if we do not, then,
of course, you have to depend more and more on fiscal policy, and
I would go so far as to say if your wage and price policies are too
bad, there is no fiscal policy that can really do the job, and you are
putting too much of a burden on it.

Now, I am not too hopeful that we ever will get the right wage and
price policy. Certainly, recent history does not suggest that, and
1f you go back 150 years you find that general history reveals that
the gains of progress are not taken in the form of falling prices, but
in the form of rising income. : '

I think Senator Douglas himself has made one of the best studies
that has ever been made in this whole area of price-wage history,
and a good deal of my information comes from his study along with
others, so I say.to these people, like Mr. Nourse of the Council of Eco-
nomic Advisers, and also to the Council itself, fine, let us get a sensible
wage and price policy, and if we do, we will not have to depend so much
on fiscal policy, but 1 say also I am skeptical.

You have got to show me that you can have a sensible wage and
price policy. TUntil you can, then there is no other alternative, as
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Professor Smithies said, but control, which most of us do not want,
and therefore the other alternative 1s to depend more and more on
fiscal policy.

The CrAIRMAN. Well, what is a sensible price-wage policy?

Mr. Harris. That would be one that would, for example, tie up.
wages with changes in average productivity, something of that sort,
not assuming that the laborer should get all the gains of progress, but
that capital should share in these gains as well as all elements in
society. o

I think the way things are moving there is some danger that labor
may be getting too much. I think there is some danger that the
farmers may %e getting too much. I think there is some danger
that the entrepreneur is getting too much, and the rest of us, who
have relatively fixed wages, are being squeezed pretty hard..

I would like to say one word about fiscal policy. 1 am sorry
Congressman Rich is not here. If he were, I would apologize for
having classified him in the debt-neurosis class.

I still would like to say a word, because I hope I can have a little
influence on my distinguished ex-colleague, Senator Douglas. There
is a great deal of concern, and in terms of policy I feel this way about
fiscal policy : _

You go back to the 1930’s, the governments were spending relatively
little. Now they are spending $60,000,000,000 a year, and that looks
perfectly terrible, and yet when you compare the proportion of the
output of goods and services taken by all Government in 1948 or 1949,
it is only one-seventh of the total output of goods and services as
compared to one-sixth in the early thirties.

That would suggest that people worry too much about what propor-
tion the Government takes, and since we are producing about three
times as much, I would suggest that the one-seventh that the Govern-
ment takes at the present time is a'relatively small burden on the
economy, and therefore that we should not worry too much about it.

Senator FLaxpers. Where do you get the one-seventh? I thought
it was nearer one-fifth, so far as the Federal Government is concerned.

Mr. Hagrs. I think perhaps, Senator, we are talking about two
different things. I am talking about the use of goods and services by
all governments, not the total amount of taxes levied, because, as Pro-
fessor Burns pointed out, there is a difference between transfer pay-
ments, which do not use up resources but have certain psychological
effects. I-am perfectly willing to admit the burden of taxes, but also
to distinguish that from the burden measured by drain of goods
and services, and I say that we always ought to keep that distinction
in mind. _

I know, Senator Flanders, that you are a great admirer of Professor
Slichter.

Senator Franpers. I will be, after I get this doctoral thesis, maybe.

Mr. Harris. Senator, I want to tell you there is a journal to which
I contribute occa,siona,lfy, which has wide circulation. The editor of
that paper told me one day they like articles from Professor Slichter

.because he is always right on his forecasts.

Let me quote Professor Slichter. He says that in 1975—I think
that is the year—we would have a national income of $418,000,000,000.
S}?.mebody raised the point, how do we know that we are going to have
this rise.
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I think it is largely a question of how much we gain relatively in
science, which is certainly progressing more rapidly than ever before,
as against how much we lose because of a less. effective relationship
between population and resource. :

. Professor Slichter said we would have this $418,000,000,000 income
in 1975 or 1980, and he assumed a 30-hour week. If that is true, we
can increase our national debt by $10,000,000,000 a year, if my figures
are correct—I made this estimate sometime ago—and if we do, the
increased cost of the national debt would be only 7 percent of the rise
of income. I simply draw from this the conclusion—not as Congress-
man Rich said that I do not care about the national debt, or I have no

-interest in it, because I think the public debt does matter—that with a
rising income we can suffer an increase in debt.

I would say as far as the Council’s statement is concerned, I was dis-
turbed to see the Council and the President both say the debt ought
to be repaid. They may have said that for political purposes, ang it
may be good politics to say that, but if the President also says we are
going to have a $900,000,000,000 income in the year 2000, then I say
he ought to be consistent and say, well, what is a $250,000,000,000 debt
in a $900,000,000,000 income, a cost of one-half of 1 percent of the in-
come in the year 2000. :

Senator Franpers. You and I had a little colloquy up at Harvard

. amonth or two ago and I suggested that we ought to consider the ways
and means by which the national income was raised and to consider
whether they, with the increase in the national debt at the time, were
of a sort that helped or hindered growth in the national product.

Mr. Harris. Yes.

Senator Franpers. Or national income, whichever way you might

ut it. :
P Mr. Harzis. I agree with that, Senator. My only real suggestion is
that you must not talk about the rise of the national debt or the rise
in the total amount of the spending, and leave out of account what is
happening to all the other variables.
- Now, two famous English writers about 125 years ago pointed out
that you should not talk about the rise of national debt without talking
about the rise of total output. I think that is something that we all
ought to keep in mind. I think they stated the positions as effectively
" as any economist could state it today.

I also want to say this as a matter of policy. If we have to have
a balanced budget, this is the time to have it. I would certainly agree
with that, and to that extent I agree with Senator Douglas.

I would say also that 'since the 1949 situation was a difficult one,
if it had not been for the change from a surplus of seven to a deficit
of three billion dollars in Government finance, we would have had a
much more serious depression. I say that in 1950 we ought to go
carefully both in cutting expenditures and raising taxes. ,

I do not think there 1s much danger of a rise in taxes. I also sug-
gest, as Mr. Strayer did this morning, that we ought to have more
flexibility so that if the forecasts prove to be wrong, we can change

uickly. . :
1 We %ave that, as Senator Flanders said, in the housing legislation.
We also have a similar provision in the reciprocal trade agreements,
and I hope that Congress, especially since the party in power is now
also the party in command in Congress—at least, I hope so——
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Senator Doucras. There is some question about it.

Mr. Harris. I would hope very much that there would be some
greater degree of discretion given to the Executive within limits so
that if, for example, it suddenly appears that the unemployment index
is going up by a million, the Federal Government can announce that
for the next 3 months the pay-roll tax will be down by one-half of 1
percent, or something of that sort. I think that would make a very
imgortant contribution.

ne more point and I am through. I know these gentlemen at the
other end of the table are getting a little impatient here, and I would
simply make one other suggestion. That is about the foreign situ-
“ation. :

I said this morning that unless you continue foreign aid, the pres-
sure, the burden put upon consumption expenditures and investment
expenditures might be too large to assure a high level of employment.

I agree with what Professor Burns said, that the foreign issue is a
terribly important one and may even transcend the issue of the na-
tional debt or deficit financing, but besides that, I have a very strong
conviction that in the years to come we will need support for our econ-
omy from the increased demand resulting from foreign aid.

Unless we want to sacrifice our export industries, unless we want to
lose something like $10,000,000,000 worth of markets, which is the
difference between the 1947 situation and the situation we would have
with no foreign aid—certainly the exporters, including the farmers,
would not agree to the cut in exports—we shall have to continue for-
eign aid, and foreign aid would have this advantage.

1t would increase the market for United States exports to the under-
developed areas; this would increase the market, for western European

- exports, and therefore supersede the Marshall plan to a certain extent,
and provide the United States with raw materials that are necessary
if we are going to get the raw materials we need to have an effective
industrial and a military machine. :

" T therefore think not only may it be good for us economically, but
also there would be a reductipn in political tensions and military
tensions if we continue foreign aid for a number of years. What
there may be, as a matter of fact, is a lower Federal budget rather
than a higher budget, especially when we take into account the effects
- of unemployment.

Now, Senator, you are going to ask, What do I suggest for public
policy? My main suggestion is in terms of the fiscal policy. ‘

I agree with what you and Professor Burns said about competition
in general. I would like to see a greater degree of flexibility. I hope
we can continue foreign aid. If we can get these miraculous changes
in wage and price policy which will give us a more stable economy,
then we can depend less on Federal intervention.

The Caamrman. Mr. Smithies. '

Mr. Syrraies. Mr. Chairman, I propose to address my remarks to
two matters which I think are the urgent ones. They are the ones
which you raised before lunch, namely, the question of the defense
and foreign-aid programs versus the balanced budget; and second,
the wage-price question.

In my own thinking about the question of a balanced budget, I
make a very sharp distinction between the financial aspects of the
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budget and its administrative aspects. From the point of view of
the administrative aspects, I share the concern of everyone who has
spoken here today, and particularly Mr. Woodward who spoke just
before lunch.

. We have rejected one standard for budgetary performance, and we
have not yet contrived to replace it by another standard. I am not at
all clear that adhering to the balanced budget rule, when we admit
it has to be departed from over the cycle, will give us that necessar
criterion for a standard of Government performance. A new stand-
ard is needed and it can’only be provided by revision of Government
procedures-and reconsideration of our fiscal processes.

On the financial side, which I distinguish entirely from the admin--
istrative aspect of the matter, I just cannot see any reason for the
great concern about the $5,000,000,000 deficit that we have this year.
I think the expressions of concern about that deficit are usually re-
lated to the administrative aspect of the budget; the financial and
the administrative aspects are usually discussed in the same breath.

. The CrarMaN. Well, how do you distinguish between the two?

Mr. SmrrHIes. I distinguish between them in this way ; that the rule
of an annually balanced budget is a traditional rule for Government
performance. If the Government is going to face up to the fact that
1t has to pay in some way for the resources used in Government pro-

grams, you have to have some kind of a rule that relates expenditures
to taxation.

Now, the traditional rule is annual balance. If you were con-
vinced that every year there should be a deficit, you may be able to
establish a rule that the budget should be 90 percent balanced, but that
would have to be adhered to with the same rigidity as we hope to
adhere to the balanced-budget rule, in order to get a good standard
of Government performance. '

The Crairman. What I really meant, Mr. Smithies, was what is the
distinction, in your mind, between the administrative aspect and the
fiscal aspect? :

Mr. Syarares. Well, the fiscal aspect merely relates to the burden-
someness of an increase in the national debt when you have an in-
crease in the budget, and I think basically the burdensomeness of the
national debt consists of the fact that you make interest payments
that involve transfers from productive sections of the community to
unproductive sections of the community, and undoubtedly if the size
of those transfers grows in relation to the national income, incentives
to production and progress diminish. On the other hand, if the
amount of those transfers grows no faster than the national income, 1
cannot see how the economic health of the country is impaired.

In this report the President has set himself the standard of an an-
nually balanced budget, and has not adhered to it, and I think he is
open to criticism on those grounds.

From the point of view of the economics of the deficit, I do not think
he is open to criticism because I do not think a $5,000,000,000 deficit
this year is going to impose a serious burden on the economy.

Senator Doueras. That is for 1949-50.

Mr. Smrraies. Yes; and I go so far as to say, if anything like the
rate of economic growth, or even a smaller rate of economic growth,
that is contemplated in this report continues, we can stand a $5,000,-
000,000 deficit from now until the end of time in the financial sense.
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. The CaamryAN. But this is the point that concerns me. The budget -
which is presented to the Congress this year calls for about $5,400,- .
000,000 to pay the interest upon the national debt. If I remember cor-
rectly, it calls for about $4,700,000,000 for international obligations. °

Noyw, saying:nothing about the $15,000,000,000 for national defense-
and $6,000,000,000 for veterans, and the comparatively small propor-:
tion for social security and-the like, it-is obvious thdat you could bal-
ance the budget by cutting international obligations or by cutting
the interest on the debt. - - - S L -

In other words, if you were to make some payment upon the. debt,
you would thereby decrease the annual charge for carrying the debt.
Also 1f you were to reduce the cost of national defense, reduce the -
expenditures for the-air force—as Louis Johnson is-trying to do byt
refusing to spend the money which Congress appropriated for a 70-*
group air force, thereby cutting some two and a half to three billion , .

ollars out of the bill which Congress O. K.’d for national defense— .
all of that would reduce expenditure and help to balance the budget. -
But the House of Representatives this last session, because it believed: -
that the international situation was such ‘that for the protection of
the country we ought to have an A-1 Air Force, with jets and all of -
the latest planes that cost hundreds of thousands of dollars to build,
appropriated far more than the administration was willing to spend.
It was willing to throw the budget out of balance for that purpose.

Mr.. Syrraies. That is what T want'to come to now. I made those
remarks as background for what I now say. o :

The question I now want to focus on is whether a surgical operation
should be performed on the budget in the sense of cutting our foreign
aid or reducing military expenditures in order to bring it into balance.
My view is most emphatically that such a surgical operation should
not be undertaken. ,

I cannot see that the country is faced with the prospect of a financial
calamity as a result of the unbalance of the budget, and I very much
doubt whether a drastic surgical operation this year would solve the
long-run problem which I have described as the administrative prob-
lem, which is setting standards of performance and adhering to those
standards of performance. :

I think there would be great danger that if the foreign-aid program,
and the defense program, were cut, our international policy would be
jeopardized for the sake of a gesture toward getting better standards
of performance in the budget that would not in itself do the job.

As I said before, I think the real problem of getting proper stand-
ards of performance is a long-run problem that must receive much
more comprehensive consideration from the Congress and from the
executive branch of the Government.

Of course the other way of balancing the budget would be to raise
taxes, and I would be opposed to attempting to raise five billions of
additional taxes at the present time, because I feel in view of the
uncertainties of the economic outlook that we discussed this morning,
such a sudden increase in taxes might precipitate a depression.

There is one kind of economy that I think would be thoroughly
appropriate at the present time, and that is an economy directed to-
ward 1mproving the efficiency of government and achieving better
administration. I certainly would not subscribe to the idea that

61483—50——13
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we must necessarily have the expenditures provided in this budget
to the last billion or two to maintain prosperity. )

If the Congress could cut $2,000,000,000 off the budget, by improv-
ing the administrative performance of the Government’s program, I
would welcome it very much, but I certainly think it would be a most
unwise course to damage our essential security programs in order
to attempt to achieve balancing the budget. I would also agree with
Senator Douglas’ point that if public-construction programs could
be deferred to a subsequent year, that that would also be a constructive
course.

The Cuamuman. All public-construction projects? )

Mr. Smrrazes. I would include all public-construction projects that
the Congress found it feasible to defer. [Laughter.] o

The CramrMaN. Even though it might be productive of new business
. and revenue?

Mr. SurraIEs. Frankly, I do not think there is much danger of
deferring too much, Senator. [Laughter.]

Senator Franpers. Mr. Chairman, I would like to ask Mr. Smithies
a question. If it wese possible to decrease our military expenditures
and our foreign-aid expenditures without harm to the international
situation—this is just a pure supposition—do you feel that it would
introduce difficulties in maintaining our present rate of employment
and production ¢ Co

Mr, Smrrures. I am very glad you asked me that question, Senator,
because I feel very strongly that we should not regard our foreign
policy as a domestic-employment device.

I think one of the dangers that we confront is using it as a do-
mestic-employment device. It is much easier to dump agricultural
surpluses abroad than to dispose of them in the internal market, and .
we have got a constant tendency to do that kind of thing. It may be
politically easier to embark on a foreign-aid program than on certain
domestic social programs.

Senator FLanpers. You think there can be a domestic equivalent ?

Mr. Smrraes. Yés. My own strong conviction is that our foreign
policy should be determined in the light of our international rela-
tions and our international policy, and that our domestic policy
should be adjusted to a stable and consistent foreign policy. T recog-
nize that may be a harder course from a domestic point of view, but
i’cf seems to me it is exceedingly important that we adopt that point
of view.

Senator FLaNoers. I have one other question I would like to ask.
In connection with the national debt, you expressed a degree of
complacence with its increase, provided it did not increase too rapidly.

You also, as I remember, said that ope of the questionable things
about increase in national debt was the increase in the diversion of
cash proceeds to nonproducers, that is, holders of bonds and so
~ forth. You gave me the impression you felt that could be carried to
an unfortunate extent if the debt increased too greatly.

Do you have the same feeling with regard to the diversion from
personal consumption and such on the part of governmental taxes—
Federal, State, and local? Can they increase to a4 point where they
cause too much of a diversion of income?

Mr. Smrraies. That again depends on the rate of growth of the
economy. .
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Senator FLanpers. I am talking about whether there is anything in
the nature of a critical percentage of the gross national product going -
into total governmental taxation which would begin to unfavorably
affect the economy. :

Mr. Ssarazes. I would not subscribe to any fixed percentage, but I
would subscribe to that doctrine in general. I think you can have
a relation of Government activity to total activity that definitely
militates against the progress of the civilian economy.

Senator FLaxpers. One of your fellow countrymen said 25 percent.

Mr. Sarrrmies. I purposely did not give a definite: figure because
I have noticed that that 25-percent figure has gained currency in these:
halls, and I do not think it would be wise to adhere to any particular
figure, but I would like, in further answer to your last question, to
turn to the second point I wanted to make one or two remarks about.

It relates to the wage-price issue, and I would like to draw the
attention of the committee to what I regard as the most significant
sentence in this report. It occurs on page 75 at the end of the first
paragraph:

We have stressed the fact that only through such growth could the various
economic groups in this country prosper and progress together instead of en-
gaging in bitter and hopeless conflicts to obtain for themselves larger shares
in a static national output.

Now it seems to me that sentence deserves the utmost considera-
tion. I am inclined to think that most of the Socialist literature in
favor of redistribution grew from the English classical economics -
which assumed diminishing returns, and the point that is made here is
just not included in the traditional doctrine that motivates the left
wing of this and other countries, but of this country, fortunately,
far less than of other countries.

If every year we have to have a fight between labor and manage-
ment in what I think is probably a vain struggle to redistribute income
through wage-price bargaining, I do not think the country is in serious
danger of getting involved in the type of controlled economy that
will in fact hamper economic growth. .

The only solution that I can really see for the redistributive prob- -
lem is through growth. If money wages increase no faster than pro-
ductivity, that would be consistent with price stability and stable
growth. Economics have frequently said that is what ought to hap-
pen to wages, but it is frequently not practical politics from the point.
of view of trade-unions which, whatever the national leadership
thinks, have to press at the local level for increased money wages.

My feeling about the wage-price struggle from the wage side at any
rate is that labor does have to reorient its attitude and attempt to make
political gains in the form of greater social security as the economy

TOWS.
. Now I think from this wider point of view, we do have to contem-
plate in the years to come a much extended field of social activity on the
part of the Federal Government, and I think in the course of the
next generation we have to contemplate the enactment of practieally
the entire social program, envisaged_ by the President. :

My own opinion is that the specific recommendations in the Eco-
nomic Report, if the President thought they would all be adopted,
probably go too fast. He possibly makes some allowance for the fact
that not all the recommendations are likely to be adopted in one par-
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ticular_year, but as I say, I think the real solution to the labor-
management problem is for labor to divert its attention to pressing
for social gains through Government programs, and in that way to re-
duce the pressure of 1ts membership for attempts to redistribute in-
come through trying to squeeze wage-price margins. . I do hope- the
sentence I have quoted will receive the attention that it deserves.

Now, of course, I have only talked about one aspect of the wage-
price problem.

The other aspect of it is to persuade business to charge reasonable
prices. I do not want to go into that. I would just like to subscribe
in general to what Mr. Burns and Mr. Harris have said on that point.

. The CEaRMAN. Well, now, let me ask you this additional question,
Mr. Smithies. I have asked it of others.

Is it your opinion that the civilian domestic economy contains within
itself the factors which will generate expansion, growth of population,
improving technology, and the like?

Mr. Smrrazes. I do not think one can possibly answer that question
in advance, Senator. I think one has to keep an open mind and be pre-
pared to take Government action as the time comes. I personally
feel that in the future we should contemplate Government action

-The CHAIRMAN. I may be utterly naive, but frankly I have cher-
ished the feeling for a long time that if Government were to take
such a course of action to promote competition and at the same time
to promote the investment of private capital in new industry—par-
ticularly in competitive industry and local industry—that those two
objectives, if encouraged and fostered by Federal legislation and
State legislation, would have a tendency to stimulate the expansion of
a competitive private industry without too much reliance on Govern-
ment contributions of money and investment.

Mr. SmrrriEs. I certainly welcome everything that can be done to
promote the health and expansion of the private economy. I think
some things that are advocated in that name do not always produce
the results that are desired.

I do regard it as essential, for instance, for the expansion of the
private economy that we retain a free price mechanism, and I have
frequently heard proposa